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Dear Mr. Minister, 


I enclose herewith my report as Commission of Inquiry into Canadian Railway 
Pension Plans. 


My report has been a long time in the making, but the problems involved are diffi- 
cult and complex. From the outset, I have attempted to conduct a thorough and work- 
manlike Inquiry in the hope of resolving as many of the issues as possible and where 
that has not always been possible, at least indicate the direction in which effective solu- 
tions might be found. 


I would like to thank you for placing your confidence in me in this matter and I 
trust that I have adequately discharged my responsibilities. 


Respectfully, 
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Dr. Noel A. Hall 
Commissioner 
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The Honourable John Munro 
Minister of Labour 
Parliament Buildings 
Ottawa, Ontario 

Canada 


Dear Mr. Minister: 


On July 9th, 1974 you appointed me a Commission of Inquiry, pursuant to Sec- 
tion 196 of the Canada Labour Code, to undertake a comprehensive inquiry into the 
benefits, financing, and administration of Canadian Railway Pension Plans. The 
inquiry was to concern all aspects of pension plans of railroad companies set-out in 
Schedule “A” of my terms of reference. 


For your convenience, and that of the various parties and individuals who have an 
interest in my report and recommendations, the details of my terms of reference as 
amended are as follows: 


Appointment of Commission of 
Inquiry (and Amendments) 


Whereas railway pension plans continue to be a major concern affecting 
industrial relations in the railway industry; 


AND WHEREAS railway employees have expressed concern as to the ade- 
quacy of the aforementioned railway pension plans; 


AND WHEREAS, since these railway pension plans have and could con- 
tinue to adversely affect industrial peace in the Railroad Industry, the Minister of 
Labour considers it advisable to cause a comprehensive inquiry to be made into 
the benefits, financing and administration of railway plans; 


NOW, THEREFORE, the Minister of Labour, pursuant to Section 196 of 
the Canada Labour Code, hereby appoints Dr. Noel Hall of the City of Vancou- 
ver of the Province of British Columbia, as a Commissioner to hold and cause a 
comprehensive inquiry to be made into and concerning all aspects of pension 
plans of Railroad Companies set out in the Schedule hereto (amendment dated 
the 30th day of September, 1974). 


Without restricting the generality of the Commission’s terms of reference it 
shall particularly investigate and report with recommendations upon the follow- 


ing matters: 


1. The cost of living indexing of pension benefits; 


2. The application of the two per cent formula in Railway Pension plans for 
services done by employees prior to 1956; 


3. Benefits for survivors of pensioners and employees; 


4. The soundness and suitability of the present actuarial methods and bases 
of funding the plans and of possible alternative methods and bases of funding, not- 
withstanding existing statutory requirements; 


5. The future development of the Canada and Quebec Pension plan benefits 
and liabilities; 


6. Contributions to the Pension Funds made by employees and employers; 


7. The trusteeship and administration of Railway Pension Plans and 
Funds; 


8. Any matter incidental to or relating to any of the foregoing matters 
including, without restricting the generality of the foregoing, an actuarial evalua- 
tion of the long- and short-term implications of the costs and other obligations 
inherent in its findings as these may affect the employees and the employers 
involved. 


The Commission shall also compare Railway Pension Plans in all their 
aspects with those of the Public Services, Crown Corporations and like plans of 
relevant employers in the private sector. 


The Commissioner shall appoint a panel of independent, qualified actuaries 
to advise him with respect to item 4 and with respect to the costs of any findings 
or recommendations which he makes. 


The said Commissioner may engage the services of such actuaries, accoun- 
tants, technical advisors or other experts or assistants as he deems necessary or 
advisable to assist in the Commission of Inquiry (amendment data the 23rd day of 
October, 1974). 


IN WITNESS WHEREOF the Minister of Labour has hereby set his hand 
and affixed his seal of office at Ottawa, this 9th day of July, 1974. 


“John Munro” 


Minister of Labour 
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Over the past twenty-odd years I have accepted numerous appointments as a 
mediator, arbitrator, and Commissioner of Inquiry into a variety of industrial disputes 
at both the provincial and federal levels of jurisdiction. Without doubt, my current 
assignment has been the most difficult and complex that I have ever encountered. As 
indicated by my terms of reference, the issue of railway pension plans has been a con- 
tinuing source of concern affecting industrial relations in the railway industry for 
many years. My task has been complicated by the highly technical nature of the issues 
involved. The whole field of pension and retirement plans rests on the reliability of 
actuarial assumptions, the exigencies of the investment marketplace, and on a great 
number of variables affecting the cost-of-living and the rate of inflation experienced in 
recent years, as well as assumptions concerning future trends in all of these and other 
factors influencing individual and collective expectations. 


Early in my Inquiry, it became obvious that significant philosophical differences 
concerning the role and function of pension plans existed among the parties and these 
differences in perspective have made effective communications extremely difficult. I 
shall deal with some of these difficulties at a later stage in my report. 


The dispute does not simply involve the the major railway companies (Canadian 
National Railways Limited and the Canadian Pacific Railway Company) and the rail- 
way unions (as represented by the Canadian Railway Labour Association). Various 
associations of retired railway employees have been formed across Canada, 
representing pensioners of both the C.N.R. and the C.P.R. There also exists at the 
national level the Canadian Railway Employees Pensioners Association (C.R.E.P.A.). 
At times, these associations work in concert towards achieving common objectives; at 
other times and on differing issues, they often appear to be working at cross-purposes. 
They appear to share a common belief that their interests as retired employees have 
not always been well represented by the Canadian Railway Labour Association 
(C.R.L.A.); nor by the major railway employers. 


My Commission has been further complicated by the fact that I have received 
representations from hundreds of individual pensioners concerning their views about 
the adequacy of their pensions. Many of these representations arise from deep feelings 
of injustice brought on by a rapid decline in the purchasing power of their pensions 
since retirement. Others allege arbitrary treatment by their employers in determining 
pension entitlements and some reflect a lack of confidence in those who purport to rep- 
resent their interests. These latter feelings are particularly strong among pensioners 
with many years of dedicated and faithful service during periods of relatively low 
wages, who now find their pensions seriously eroded by inflation. 


Mr. Minister, it might be useful to you and to others reading this report, if I were 
to cite an example of the deep-rooted sense of injustice felt by many railway pension- 
ers. There follows a letter from Mr. B. H. Emerson, a retired employee of the C.P.R., 
setting out his employment history and pension status, together with a family history 
of his father, his son, and various other relatives who were employed by the C.P.R. 


Apt. 1807, Seton Villa 
3755 McGill Street 
N. Burnaby, B.C. 
V5C 1M2 


Dr. Noel A. Hall 
RBS 
Vancouver 

Dear Doctor, 


I am enclosing a copy of my family record with the Canadian Pacific. 


I retired in 1947 when I was sixty five. Wages and pensions were very low at 
that time. 


The company gave increased pensions and benefits to those who retired after 
January first, 1953. Nothing whatever was given to those who retired prior to that 
date. 


Our organization here sent two delegations to Montreal to try to persuade 
the company to give consideration to those who retired before 1953. 


Nothing was accomplished, even the union members of the pension board 
were not interested in their retired members, they only wanted to get benefits for 


those still working who elected them to their high paid jobs. 


It is hard to understand how a company like the Canadian Pacific could be so 
indifferent to the plight of those who gave so much for so little. 


At ninety two my eyesight is considerably impaired so I make mistakes in 
typing. 


I do hope you can obtain some help for us old timers. 
My pension is # 83.53. 


Yours truly, 


B. H. Emerson 


Vancouver, B.C., Sept. 23, 1974 


In the Spring of 1883 my father, Robert G. Emerson, and my mother 


brought me from Clinton, Ontario, to Rat Portage, now Kenora. I was one year 
old. 


Father came west to join his uncle, Robert W. Emerson, who was a Locomo- 
tive Engineer working on the construction of the C.P.R. 


Father started work for the Company in the shops there. Eventually he 
became a Locomotive Engineer and was killed in a wreck on the Snowflake 
Branch on January 8th, 1906, three months short of his 47th year. 


Robert W. moved from Rat Portage to Moose Jaw and was a Passenger 
Engineer there until he was killed in a wreck in September, 1905S. 


I started work for the Company in September, 1901, as Assistant Agent at 
Pilot Mound. Continued as Operator and Relieving Agent until I took over the 
Agency at Plum Coulee on February 14th, 1906. 


A few years later my wife was appointed assistant there and worked for 
twenty years, becoming a qualified telegrapher and agent. 


Our son, Robert A. Emerson, was born there on April 12th, 1911. He 
finished High School when he was 14 and entered the University of Manitoba. 
Graduated in 1930, Gold Medalist, as a Civil Engineer. 


Although he had worked for the Company in summers, there was no opening 
at the start of the Depression. 


He worked for the Highway Department of the Ontario Government, doing 
survey work in the Kenora District. 


He was given a Strathcona Scholarship and spent a year at Yale. 


Later he was appointed Transit Man in Vancouver. He advanced to Road- 
master at Deloraine, the youngest man to ever hold that position on the C.P.R. 
He advanced through the Engineering Department of the Company to Chief 
Engineer in Montreal, then to Vice-President and followed Mr. Crump in the 
President’s Chair. 


He was invested as a Knight of the Order of St. John of Jerusalem by Gover- 
nor General Vanier and was given an honorary degree of Doctor of Laws by the 


University of Manitoba. 


Unfortunately he died of a heart attack on March 14, 1966. 


My grandson, Cameron Bruce worked for a year and a half at Banff Springs 
Hotel, transferred to Vancouver and is employed by the company in the Parlor 
Car at Granville Square. 


Five generations of one family whose association with the Canadian Pacific 
extends well over ninety years. Quite a record! 


B.H. Emerson 


I have not sought Mr. Emerson’s permission to include his submission in my 
report, nor am I passing judgement on the justice or injustice of his plight. I of course 
recognize that he will be in receipt of Old Age Security assistance, but I do think it 
useful to present a concrete, although extreme example, of the feelings of many long- 
service employees and pensioners of the railway companies. Their plight is real—not 
imaginery. I do not wish to embarass Mr. Emerson by including his submission, but I 
do think it important that you have some appreciation for the human problem associ- 
ated with small pensions in the face of rapidly escalating wages and prices. 


During the course of my Inquiry, I have tried to make it clear to the thousands of 
pensioners in similar circumstances across Canada that I am not an Ombudsman with 
the power to correct the sins and errors of the past. I cannot turn back the hands of 
time, nor can I obliterate the economic hardships brought on by the Depression. Nor 
can I indemnify individuals against the consequences of decisions taken by them dur- 
ing the course of their employment with the railway companies. My Commission must 
deal with the realities of actuarial assumptions, the complexities of pension plan fund- 
ing and similar highly technical problems. Many of those making representations to 
my Commission have little understanding of these technical problems, but they do 
know a great deal about the hardships and sacrifices endured during their long and 
faithful service to an industry so fundamental to the development and general advance- 
ment of the social, cultural, and economic well-being of Canada. 


In preparing my report, I have divided it into several distinct parts, although all 
of them are interrelated. I have also tried to include the results of research and techni- 
cal analysis in Appendices, so that the text and recommendations are largely devoid of 
excessive technical jargon. In this way, I am hopeful that the main body of the report 
will be easily understood by lay people, even though they may lack the technical 
knowledge required to study the Appendices in detail. 


Part I 


Threshold Issues 
. During the course of my Inquiry, I held hearings and discussions with the Cana- 
dian National Railways Limited, the Canadian Pacific Railway Company, and the 
Canadian Railway Labour Association in both Montreal and Ottawa. Each of these 
parties presented extensive submissions setting out their positions on the major issues 


involved. In addition, they exchanged briefs and prepared rebuttal comments and 
arguments for my consideration. 


Much of the motivation for the Inquiry arose from longstanding dissatisfaction 
expressed by various groups and individuals representing pensioners, retired employ- 
ees and their survivors, and so it seems appropriate and necessary that I conduct 
regional hearings, so that all individuals and groups could have ample and full oppor- 
tunity to respond to the submissions of the principal parties and to express their own 
views about the history of the pension plans and their suggestions for removing per- 
ceived inequities. 

Regional hearings were held in the following locations: 

Vancouver, British Columbia 
Victoria, British Columbia 
Calgary, Alberta 

Edmonton, Alberta 

Regina, Saskatchewan 
Saskatoon, Saskatchewan 
Moose Jaw, Saskatchewan 
Winnipeg, Manitoba 
Thunder Bay, Ontario 
London, Ontario 


Toronto, Ontario 


Ottawa, Ontario 


Montreal, Quebec 
Moncton, New Brunswick 
Sydney, Nova Scotia 


Formal submissions were received at these hearings and made available to any 
interested party who requested them. I am confident that any organization who 
wished to be heard had ample opportunity to present its views. As indicated 
earlier, I have received hundreds of letters from retired employees, relating their 
experiences with railway pension plans and in many cases, indicating a great deal 
of frustration and dissatisfaction both with the inadequacies of their pensions, their 
inability to receive prompt and reliable information about their pension benefits, 
and complaints concerning what they perceive to be arbitrary and inequitable 
treatment by the C.N.R. and the C.P.R. In addition, strong feelings were voiced 
from some sources that the C.R.L.A. has done an inadequate job of representing 
the interests of retired employees, their survivors and estates. The allegation is that 
C.R.L.A. has been more interested in immediate wage and economic gains for 
‘active’ employees and in improving potential pension benefits for future “retirers” 
to the neglect of currently retired pensioners. : 


I have also received a number of complaints from retired employees that organi- 
zations such as the Canadian Railway Employees Pensioners’ Association 
(C.R.E.P.A.) and other associations purporting to represent their interests have been 
somewhat less than effective in doing so. 


I will comment on some of these allegations at a latter stage, but for the moment 
Mr. Minister, I think it is important that you and your department, the C.N.R., the 
C.P.R., the C.R.L.A., and the various pensioners associations (C.R.E.P.A.) be made 
aware of these perceptions. Whether they are real or imaginery, they exist in the minds 
of individuals and will continue to exist until they are dispelled either by changes in 
attitudes, or by improved communications, or by changes in benefits, procedures or 
administration that will restore confidence in the minds of those affected. Appendix I 
provides a summary of the complaints received. 


I do not wish to be unfair in singling out particular organizations in this regard, 
but one aspect of this problem cannot be ignored. It is not for me to dictate to the 
C.N.R., the C.P.R., nor any other interested party, how to organize themselves to 
meet the challenges spelled-out in my terms of reference, but the approaches taken by 
the C.N.R. and the C.P.R. stand in such sharp contrast that they deserve special com- 
ment. 


The C.N.R. placed the responsibility for preparing its submissions, responding to 
those of others, and for ‘monitoring’ the regional hearings in the hands of its Vice 
President for Industrial Relations, along with the managerial personnel responsible for 
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administering the policy and day-to-day affairs of its pension plan. During the course 
of the regional hearings, the C.N.R. was on all occasions represented by the Vice Presi- 
dent of Industrial Relations, Mr. George Lach, or when he was not available, by a sen- 
lor representative of their pension plan staff, either Mr. Abbe or Mr. Norman. Their 
presence and their detailed knowledge of the history, evolution and current pension 
plan provisions added considerably to the benefits derived by those attending the hear- 
ings. On many occasions after the formal hearings had adjourned, they were able to 
assist individuals seeking clarification of their pension benefits. Many private discus- 
sions were held between these C.N.R. representatives and those presenting submis- 
sions to elaborate on issues raised or to explain the intricacies of pension plan design 
and administration. Whether or not these discussions were fruitful or not I cannot say, 
but they at least seemed to indicate a sincere attempt by the C.N.R. to show concern 
and to improve communications with its pensioners. 


By contrast, the C.P.R. placed such responsibilities in the hands of the Vice Presi- 
dent of its legal department. Except for one or two occasions, the task of “monitoring” 
the regional hearings was assigned to a relatively junior member of the C.P.R. organi- 
zation, who had neither the background nor the expertise to speak on behalf of the 
C.P.R. when important issues were raised. I do not imply any criticism of the individu- 
al’s competence and I have no doubt that he reported events accurately and faithfully 
to his superiors. But it is fair to observe that his relatively junior status in the C.P.R. 
hierarchy, his lack of expertise in the pension field, and his general inability to speak 
on behalf of the C.P.R. either at the policy or administrative levels, could be inter- 
preted by some as indicative either of a lack of interest or an unwillingness on the part 
of the C.P.R. to communicate with its retired employees on these matters of vital con- 
cern to them. As stated earlier, many of these individuals laboured long and faithfully 
in building-up the C.P.R., particularly during the Great Depression and before that, 
during periods of long working hours, adverse working conditions, and at relatively 
low wages. Rightly or wrongly, they feel neglected and badly treated by the course of 
economic history since their retirement. 


I should add that the C.R.L.A. had on every occasion, senior representation 
available to explain its position to regional associations, even though it was at times 
subjected to some sharp criticism. Mr. Victor Clements, Co-Chairman of the 
C.N.R. Pension Board was also diligent in attending regional hearings, in 
explaining Board policy, and in showing his concern and willingness to help solve 
problems raised by railway pensioners. 


In my opinion Mr. Minister, one of the underlying causes of this dispute is a con- 
dition that tends to affect many institutions in our complex society. As organizations 
grow in size and complexity and particularly when they reach the proportions of the 
C.N.R., the C.P.R., the C.R.L.A., and even C.R.E.P.A. itself, there is a very great 
danger that those at the top of such organizations and charged with the responsibility 
of making decisions that affect the lives of literally thousands of people and their fami- 
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lies, will lose sight of the real expectations, the hopes and the fears, and perhaps most 
importantly, the misconceptions under which those affected are labouring. 


There is something very salutary and humbling in the experience of going into a 
relatively small community like Moose Jaw, Saskatchewan and being confronted by 
200 or so railroad pensioners. They have typically spent all of their working lives in 
“railroading’’, and they did so through good times and bad (mostly the latter) with a 
spirit of dedication and loyalty to their employer and to Canada. They exemplify all of 
the virtues of hard work, independence, frugality, and self-reliance that in many seg- 
ments of society have been lost sight of in recent times. They are not, by and large 
seeking charity; they are not looking for a ‘‘free-ride”’ at the expense of others. But 
they do feel deeply that somehow the ‘‘good life’? has passed them by; that their indi- 
vidual and collective contribution to their employer and to Canada has been lost sight 
of in today’s world of rapidly escalating wages, prices, and of course, the over-riding 
impact of inflation on their diminishing purchasing power. 


Representation has been made to me that retired employees and the various pen- 
sioner groups have no status before my Inquiry. The general argument is that the 
Canada Labour Code deals with relations between “employers” and “employees” and 
between “employers” and “bargaining” agents certified to represent employees in a 
bargaining unit. I have examined this line of argument carefully and I find ample justi- 
fication within my terms of reference to receive submissions from retire employees and 
various organizations purporting to represent their interests. Indeed, I do not see how 
I could judge the adequacy of railway pension plans, nor conduct a comprehensive 
inquiry, particularly as it pertains to cost-of-living indexing and to benefits for survi- 
vors of pensioners and employees, without hearing from such individuals or groups. 
Anyone familiar with this dispute must be aware that it was precisely the dissatisfac- 
tion expressed by retired employees and their associations that provided most of the 
impetus for this Inquiry. For me to deny them an opportunity to be heard would not 
only be ironic, but unthinkable. 


Representation has also been made to me that pension plans should be removed 
from collective bargaining between C.R.L.A. and the C.N.R./C.P.R. and placed in the 
hands of some other agency. I have examined this issue carefully and I am not pur- 
suaded that those advocating such a change have a defensible position. The creation of 
C.R.L.A., representing as it does the collective bargaining interests of all major unions 
in the railroad industry, has brought about a measure of stability that is of fundamen- 
tal importance to industrial relations in that industry. In more recent years, expansion 
of the scope of bargaining to include pension plans is, in my judgement, a logical exten- 
sion of the relationship between C.R.L.A. and the C.N.R./C.P.R. That relationship is 
governed by the provisions of the Canada Labour Code, with adequate safeguards to 
ensure that bargaining procedures are conducted in a timely and constructive manner 
and failing that, for the imposition of sanctions when collective bargaining fails to 
produce a settlement. In my opinion, pension plans and related issues are properly a 
subject for collective bargaining and are most likely to be dealt with effectively under 
the Canada Labour Code. 
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Having said that, I hasten to add that the C.R.L.A. and to a lesser extent, the 
C.N.R./C.P.R. could have done a more adequate job in ensuring that the interests of 
retired employees are effectively represented when bargaining demands are formulated 
and more important, that those interests are indeed reflected in resulting collective 
agreements. I will return to this matter at a later stage in my report. 


One final matter must be dealt with under the broad heading of “threshold” issues 
and that is the relationship between private pension plans and those created by govern- 
ments as instruments of public policy. During the course of my Inquiry, reference was 


made on several occasions to the following statement, attributed to the Minister of 
Health and Welfare: 


The C.P.P. was not set up to provide a total retirement income. Rather, it 
was viewed as the middle tier of a three-tiered system-Old Age Security, the 
Canada Pension Plan, (and) the private pension benefits and annuities. The first 
two components were geared to ensure adequacy, the third to provide whatever 
supplementary margin of comfort was desired. (Emphasis added). (Canadian Pen- 
sion Conference, November 26th, 1973). 


Spokesmen for both major railways pick up this statement in the following terms: 


Thus the role of C.N.’s pension plan is to supplement the Government plans 
(C.P.P./Q.P.P. and O.A.S.P.)-to provide that something extra beyond what may 
be merely adequate. (Emphasis added). 


And further: 


It is important to acknowledge and accept that basic retirement income— 
O.A.S.P. and C.P.P./Q.P.P.-is indexed to the Consumer Price Index. What is 
being discussed is the indexation of the ‘‘supplementary margin of comfort” as the 
Minister of Health and Welfare described such plans as those of the railway com- 
panies. The cost of indexing the comfort level of retirement income is beyond the 
capacity of individual companies..... The purchasing power of basic retirement 
income-the first two tiers of retirement income-is fully protected for railway 
employees and for all other employees. (Emphasis added). (C.N.’s Submission 
No. 1). 


The irony of the railway companies’ position on the relationship between their 
private pension plans and those of governments is that railway pension plans pre-date 
those of government by several decades. The C.N. plan was first introduced prior to 
1935 as a non-contributory plan and subsequently modified to a contributory plan. The 
C.P.R. plan dates back to 1903. By contrast, the Old Age Security Pension was first 
introduced in 1952 and the Canada Pension Plan/Quebec Pension Plan became fully 
effective in 1966. Historically, railway employees in conjunction with the major rail- 
way companies were attempting to provide for their retirement years long before gov- 
ernmental plans were initiated on a universal basis. 
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At first glance, it may appear to be of little significance whether one thinks of pri- 
vate pension plans as the third tier or as the first tier of a three-tiered system, but it is a 
matter of great significance when you begin thinking about the integration of the three 
and when you begin discussing the adequacy of total retirement income. Given the his- 
torical development of private and government pension plans, the C.R.L.A. takes the 
position that for the railway companies to describe their plans as merely supplemen- 
tary to government plans is a very cynical view. The connotation that the C.N.R. and 
C.P.R. plans are intended to provide a mere margin of comfort for retired employees is 
rejected by the C.R.L.A. Such a connotation suggests that private plans add nothing 
more than a bit of frosting on the cake, with government plans providing the basic 
level of adequacy. 


In my opinion, the railway companies made an unfortunate choice of words in 
describing the relationship between their plans and those of government. Clearly, 
employees do not forego 5 to 6% of their annual income for 30-40 years and ask their 
employers to match that contribution to provide a mere margin of comfort in their 
retirement years, if that phrase suggests that they will be only s/ightly better-off than 
employees in other industries who choose not to make a sacrifice in immediate pur- 
chasing power. The assumption of employees who choose to contribute to a private 
pension during their working lives must be that they expect to enjoy significantly 
greater purchasing power during retirement, compared with those who choose not to 
contribute to such plans. To reason otherwise would be to encourage employees gener- 
ally to spend all that they earn immediately, with little personal regard for their future 
welfare and to rely wholly on government to look after them in their retirement years. 
I don’t think that is what the Minister of Health and Welfare meant to imply in 
describing. the relationship between private plans and the C.P.P./Q.P.P. and O.A.S.P. 
and I am certain that the railway companies, in picking-up the Minister’s phraseology, 
did not intend to minimize the sacrifice in immediate purchasing power made by 
employees in accepting a major responsibility for their own retirement years. Indeed, 
much of the current apprehension about pension plans in general is that despite signifi- 
cant sacrifices in immediate purchasing power, they may not be able to deliver the kind 
of deferred purchasing power expected in retirement. Much of that loss can be attrib- 
uted to inflation, but I am certain the railway companies would not want to destroy 
any of the fundamental incentive for individuals to accept a major responsibility for 
their own retirement years, C.P.P./Q.P.P. and O.A.S.P. notwithstanding. 


PART II 


DEVELOPMENT AND CURRENT STATUS OF RAILWAY 
PENSION PLANS 


Both the Canadian National Railways Pension Plans and the Canadian Pacific 
1 ite > ] Dd). ‘ > EPH « > 5 1 if} ] 
Limited Pension Plan have been amended and modified since their initial introduction. 
This data was provided by the respective companies in the submissions to my Inquiry. 


My Inquiry 1s primarily concerned with the current status of the plans and the 
following data summarizes the plans as of January Ist, 1975. 


Summary of the Canadian National 
Railways Pension Plans 


A. The 1959 Pension Plan 


The following is a summary of the major provisions of the 1959 Pension Plan as at 
January 1, 1975. 


Eligibility 


Membership is compulsory, after six months of service, for employees under age 
60 when hired. Membership is then retroactive to date of hire. 


Retirement Ages 


Normal Retirement. Normal retirement age is 65. However, with the consent 
of the Company or Pension Board or at the initiative of the Company, a member 
may retire on his full accrued pension after attaining age 60, where his age and 
service total 85 or more. 


Early Retirement. Early retirement on a reduced pension is allowed after age 
55, where age and service total 85 or more. 


Disability Retirement. Retirement on a disability pension is allowed with 15 
years of service, if the employee is permanently disabled and is unfit to follow his 
usual employment with the Company. 


Retirement Benefits 
Normal Retirement. A monthly pension equal to the sum of the following: 


(a) For each year of service prior to January I, 1935: 1.5% of average 
monthly compensation in the last 60 months of service or in the best five con- 
secutive calendar years, whichever is the larger. 


(b) For each year of service between January 1, 1935 and December 31, 
1965: 2% of average monthly compensation as defined above. 


(c) For each year of service after January 1, 1966: 1.3% of that portion 
of average monthly compensation in the last 60 consecutive months of serv- 
ice up to the average of the earnings covered by the Canada/Quebec Pension 
Plan in the same period PLUS 2% on the portion of average monthly com- 
pensation determined in the preceding paragraph. 


Compensation for determination of pensions and contributions means salary or 


wages, including overtime, and other included payments. 


Effective January 1, 1975, there is a 35-year maximum accrual period. 


Most employees who retired prior to January 1, 1975 have retired with benefits 


which are less generous than those described above. Pensions in payment have been 
increased approximately 2% annually each year since 1970. The C.N.R. Board of 
Directors, at its meeting on March 29th, 1976 approved increases in pensions effective 
January Ist, 1976 as follows: 


Pensioners Monthly Widows Monthly 

Retirement In Flat Rate Increase Flat Rate Increase 
1967 or Earlier $12.00 $6.00 

1968 11.00 5.50 

1969 10.00 5.00 

1970 9.00 4.50 

1971 8.00 4.00 

1972 7.00 3.50 


These increases are the same as those granted in previous years (approximately 


2%) and are estimated by the Company to cost $2.3 million per year. 


Early Retirement. The member's accrued pension is reduced by the ratio of 


years of service at early retirement to potential service to age 60. 


Disability Retirement. The member receives his full accrued pension, based 


on years of service to date of disability retirement. 
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Late Retirement. The pension of a member who remains in service, with his 


consent, beyond age 65, is calculated at age 65 but is payable only after actual 
retirement. 


Employee Contributions 


Effective January 1, 1966, members contribute 5% of compensation covered by 
the C/QPP,-and 6.5% of excess earnings. Employee contributions cease when pension 
units cease to accrue. 


Special Provisions Applicable 
to Service in the United States 


Benefits and contributions for service in the United States are based only on earn- 
ings in excess of those subject to Railway Retirement tax. 


Termination of Employment 


If the terminating employee has less than 15 years of service and is less than 45 
years of age he receives a refund of his contributions plus interest. 


If the employee has 15 or more years of service and is less than 45 years of age he 
may elect a refund, as above, or his accrued deferred pension payable from normal 
retirement age. 


If the terminating employee had attained age 45 and completed 10 years of serv- 
ice, he is legally required to receive a deferred pension with respect to pensions earned 
or credited after October 1, 1967 and his contributions since that date may not be 
refunded. 


The deferred pension may commence prior to age 65, under the same rules which 
apply to pensions on retirement. 


Death Before Retirement 


If the deceased employee had at least 15 years of service, his or her eligible spouse 
would receive one-half of the employee's accrued pension for life, but for a minimum 
of 10 years. The benefit is reduced if the spouse is more than 15 years younger than the 
employee. 


To be eligible, the spouse must have married the employee at least one year before 
his death. 


If there is no eligible spouse, the benefit may be paid to other dependents for a 


maximum of 10 years. 


In other cases, the employee’s contributions with interest will be refunded to his 
estate. 


If the death of the employee resulted from an accident arising from his employ- 
ment with the Company, the Pension Board may authorize payment of a pension of 
one-half of the employee’s accrued pension to the surviving spouse or estate. 


Death After Retirement 


The pension is payable for the lifetime of the retired employee. On his death, one- 
half of the pension 1s paid to: 


(a) the surviving spouse during his or her lifetime, but for a minimum of 10 
years from the date of retirement, or 


(b) his estate for a 10-year period from the date of retirement. 


To be eligible, the spouse must have married the employee at least one year prior 
to his retirement. 


B. The 1935 Pension Plan 
Eligibility 
Employees who were hired before January 1, 1952. 
Retirement Ages 


Normal Retirement. Normal retirement age is 65. An employee who has 
attained age 60 with at least 35 years’ service may also elect to retire. 


Early Retirement. There is also provision for retirement prior to age 65, ona 
reduced pension, under certain age and service conditions similar to those in the 
1959 plan, but using a modified definition of service. 


Disability Retirement. Retirement on a disability pension is allowed under 
certain age and service conditions, if the employee is permanently disabled and is 
unfit to follow his usual or other suitable employment with the Company. 


Contributions 


Employee. After an employee has completed 10 years of service, he may elect 
to contribute to provide a supplemental annuity. He may contribute any integral 
percentage up to 10% of his earnings. Such contributions are made to the Annu- 
ity Trust Fund which forms part of the 1959 Pension Trust Fund. 
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Company. The Company will contribute on his behalf an equal amount, up 
to 5% of his earnings. 


Contributions During First 10 years. In the first 10 years of service an 
employee may make contributions on the same basis to provide a further supple- 
mental annuity, which will be provided from the Supplemental Annuity Trust 
Fund. The Company does not make a corresponding contribution. 


Retirement Benefits 


At normal retirement date an employee will receive the amount of supplemental 
annuity which may be provided, on the basis of actuarial tables, by the accumulated 
value, with credited interest to retirement, of his and the Company contributions on 
his behalf, as described in the previous section. 


In addition, employees in the service of the Company on January 1, 1935, who 
were hired before age 50, and employees who joined the Company after January 1, 
1935 but before age 45, receive a basic pension of $300 per annum ($25 per month), 
provided at the sole expense of the Company. If the employee was in service on Janu- 
ary 1, 1935, had more than 10 years’ service at that date, and was hired before age 50, 
his pension shall be not less than 1% of his average salary in the best 10 consecutive 
years prior to January 1, 1935, multiplied by his years of service to December 31, 1934. 


Minimum Pension. There is a minimum pension provision applicable to 
employees who were in the service of the Company on January 1, 1935, which 
provides that the amount of pension, determined as above, but assuming that the 
employee contributed to his supplemental annuity at the rate of 5% of his earn- 
ings during their entire period he was eligible to do so, will be not less than 1% of 
his average earnings in the 10 years prior to his retirement, multiplied by his years 
of service at retirement. 


Maximum Pension. The pension provided by all contributions made by the 
Company on behalf of the member will not exceed 40% of the member’s average 
salary in his best 10 consecutive years of service, except that the limitation does 
not apply where the pension would be less than $600 per annum. 


Termination of Employment 


An employee who has not attained age 45 and completed 10 years of service at his 
date of termination will receive a refund of his own contributions with credited inter- 


Str 


An employee who had attained age 45 and completed 10 years of service will 
receive a deferred supplemental annuity, if any, provided by the accumulated value of 
the employee’s contributions up to 5% of his earnings on and after October Ln eOu. 
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and by the corresponding Company contributions on his behalf. He receives a refund 
of the balance of his contributions, if any, with interest. In addition, if the employee 
entered service before age 45, he will receive a deferred pension of $15 per year for 
each year of service on and after October 1, 1967, to a maximum of 20 years ($300 per 
annum). 


Death Before Retirement 


In the event of the death of an employee before retirement, his contributions, if 
any, with credited interest, will be paid to his estate. 


However, if the employee met certain age and service conditions, the Pension 
Board may, at its sole discretion, authorize a pension to the spouse, if the spouse was 
married to the employee at least three years prior to the employee’s death, equal to the 
amount which may be provided by the employee’s contributions with interest and by 
one-half of all the Company’s contributions made on the employee’s behalf (other than 
amounts with respect to the Minimum Pension). The pension would be payable for the 
lifetime of the spouse, and payable for a minimum of 10 years. 


If the death of the employee resulted from an accident arising from his employ- 
ment with the Company, the Pension Board may authorize payment of a survivor ben- 
efit, as calculated above, to the employee’s spouse or estate. 


Death After Retirement 


The normal form of pension is payable only for the lifetime of the retired member. 
In some cases, a retired member may elect an optional form of pension of equivalent 
value, such as a reduced pension payable for his lifetime but guaranteed for a stated 
number of years, or a joint and survivor annuity. 


Summary of the Canadian Pacific Limited 
Pension Plan 


The following is a brief summary of the major provisions of the Canadian Pacific 
Limited Pension Rules and Regulations, as at January Ist, 1975. 


Eligibility 


Normally, only employees hired before age 40 are eligible (exceptions are employ- 
ees transferred from a subsidiary company of other special circumstances). 


Participation is compulsory from date of hire, for employees included in collective 
agreements. Participation is voluntary for all other employees, who may join the plan 
at any time within the first year of employment. 


Retirement Ages 


Normal Retirement. Normal retirement age is 65. However, with the consent 
of the Company, a member may retire on his full accrued pension after attaining 
age 60 provided he has 25 or more years of service. 


Disability Retirement. A disabled employee may retire on his full accrued 


pension if he has 15 or more years of service and the sum of his age plus service, 
total 60 or more. 


Retirement Benefit 
A monthly pension equal to the sum of the following: 


(a) For each year of service prior to January I, 1937: \Y%% of average 
monthly compensation in the last 60 months of service or in the best five consecu- 
tive calendar years, whichever is the larger. 


(b) For each year of service between January 1, 1937 and December 31, 
1965: 2% of average monthly compensation as defined above. 


(c) For each year of service after January I, 1966: 1.3% of that portion of 
average monthly compensation as defined above which does not exceed the aver- 
age earnings covered by the Canada/Quebec Pension Plan in the same period. 
PLUS 2% of that portion of average monthly compensation as defined above 
which exceeds the average earnings covered by the Canada/Quebec Pension Plan 
in the same period. 


Effective January 1, 1975, there is a 35-year maximum benefit accrual period. 


Most employees who retired prior to January 1, 1975 have retired with benefits 
which are less generous than those described above. In 1971 and again in 1973, certain 
improvements were made to the pensions for existing pensioners and survivors. Effec- 
tive July, 1971 the benefit rate was raised from 114% to 14% for all service after Jan- 
uary Ist, 1956, with the retention of the integration with C.P.P./Q.P.P. Provision was 
also made for vesting of benefits after 15 years of service. The 35 years of service 
required for disability and widow’s allowance was reduced to 15 years of service where 


age plus service totalled 60. 


In 1973 the benefit rate was increased to 2% of pay for all service after January 
Ist, 1956. It should be noted however, that no increased benefits have been made to 
pensioners under the C.P.R. plan similar to those made under the C.N.R. plan from 


1970 to the current year. 
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Eligible employees on December 31, 1936 who did not become contributors 
receive a monthly pension of 4/5% of average monthly pay in the 10 years prior to 
January 1, 1937 for each year of service prior to that date, subject to a minimum of $35 
per month, and proportionately less if the employee had less than 25 years of such 
service. 


Employee Contributions 


Effective January 1, 1966, members contribute 4.42% of compensation covered 
by the Canada/Quebec Pension Plan, and 6% of excess earnings. Employee contrib- 
utions cease when pension units cease to accrue. 


Eligible employees could elect not to contribute on January 1, 1937. Contributors 
had an option to cease contributions on December 31, 1965. 


Special Provisions Applicable 
To Service in the United States 


Benefits and contributions for service in the United States are based only on earn- 
ings in excess of the earnings on which a pension is granted under the Railroad Retire- 
ment Act or the Social Security Act of the United States. 


Termination of Employment 


If the terminating employee has less than 15 years of service, he receives a refund 
of his contributions without interest, except that if the member has five or more years of 
service and his termination is involuntary, he receives a refund of his contributions with 
interest. Interest is at the rate of 3% per annum, and accrues from July 1, 1971. 


If the employee has 15 or more years of service, he may elect to receive his 
accrued deferred pension payable from age 65, or a refund as described above. 


If the terminating employee had attained age 45 and completed 10 years of serv- 
ice, he may not receive a refund of contributions made after September 30, 1967 but is 
required to receive a deferred pension with respect to benefits earned or credited after 
September 30, 1967. 


Death Before Retirement 


If the deceased employee had at least 15 years of service and the sum of his age 
plus service total 60 or more, a pension of one-half of his accrued pension is payable to 
his eligible widow (or to the dependent widower in the case of a deceased female 
employee), for life or until re-marriage. The benefit is reduced if the survivor is more 
than 10 years younger than the employee. 
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To be eligible, the survivor must have married the employee at least five years 
before the employee's death. No survivor benefit is payable in respect of terminated 
members entitled to deferred pensions if they die prior to retirement. 


If no survivor benefit is payable, the employee’s contributions with interest will be 
refunded to his legal representatives. 


Death After Retirement 


The pension is payable for the lifetime of the retired employee. On his or her 
death, one-half of the pension is payable to an eligible widow or dependent widower, 
for the lifetime of the survivor, or until re-marriage. 


To be eligible, the survivor must have married the pensioner at least five years 
prior to the earlier of his retirement date or his 65th birthday. 


Pension payments are subject to a minimum guarantee of a return of the mem- 
ber’s contributions. 


Employers of Canadian Pacific Express Limited participate in a separate, but 
identical plan as that of the C.P.R. Employees of C.P Transport Limited (Western 
Division) are in the C.P.R. Pension Plan, since they are in fact employed by C.P.R. 
The Dominion Atlantic Railway Company, the Esquimalt and Nanaimo Railway 
Company and the Quebec Central Railway each form part of the C.P.R. system. Their 
employees are employed by C.P.R. and as such, are members of the C.P.R. pension 
plan. 
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Part III 


COMPARISON OF RAILWAY PENSION PLANS WITH 
PUBLIC SECTOR PLANS AND SELECTED PRIVATE 
SECTOR PLANS 


Under my terms of reference, I am asked to compare railway pension plans in all 
their aspects with those of the Public Services, Crown Corporations and /ike plans of 
relevant employers in the private sector. At first glance, this would appear to be a rela- 
tively easy task, but such is not the case. There are particular dangers inherent in try- 
ing to examine one aspect of employee benefits in isolation from all others. Total bene- 
fits derived from one’s employment is a very complicated mix consisting of economic 
and non-economic benefits. Employees both individually and collectively may opt for a 
lower level of economic benefit in order to achieve what they believe to be a greater 
non-economic benefit. Similarly, with the “package” of economic benefits, one group 
of employees may opt for higher immediate gains in the form of wage increases and 
may therefore accept a lower level of deferred income in their pension plan. And 
within pension plans, one group may place a higher priority on provisions for early 
retirement; another group may opt for some other form of equivalent. 


For these and other reasons, comparisons must be carefully planned and their 
results must be interpreted with caution. The comparative analysis in the public sector 
was accomplished by examining pension plans in the Federal Civil Service, the Cana- 
dian Armed Forces, the Provincial Civil Service in Ontario, Quebec, and British 
Columbia, Air Canada, the Hydro Electric Power Commission of Ontario, the City of 
Montreal, and the City of Winnipeg. | 


To assist me in my comparison of plans in the private sector, the C.N.R., the 
C.P.R. and the C.R.L.A. provided a list of 43 of the largest employers in Canada. A 
number of these would not be appropriate for comparative purpose because for exam- 
ple, some had only a small percentage of unionized employees, or because of the nature 
of the industry, they employ a mix of skills vastly different from the railway compa- 
nies, or the industry operated more on a regional than on a national basis. In the final 
analysis, thirteen corporations representing the following industry groups were used 
for comparison in the private sector: Iron and steel, non-ferrous metals, mining, manu- 
facturing, pulp, paper and lumber, transportation, and utilities. 


The total of 22 pension plans (9 from the public sector and 13 from the private 
sector) provided a good cross-section against which the railway pension plans were 
compared. 
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In Schedule A of the Terms of Reference, specific reference is made to the follow- 
ing twelve companies: 


Canadian National Railways 

Canadian Pacific Limited 

Canadian Pacific Transport Limited (Western Division) 
Dominion Atlantic Railway Company 

Esquimalt Nanaimo Railway Company 

Northern Alberta Railways Company 

Quebec Central Railway Company 

Algoma Central Railway Company 

Toronto Hamilton and Buffalo Railway Company 
Toronto Terminals Railway Company 
Shawinigan Falls Terminal Railway Company 
Canadian Pacific Express Limited 


Canadian National Railways and Canadian Pacific Limited are by far the two 
largest companies and they each have a separate pension plan. Employees of Canadian 
Pacific Transport Limited (Western Division), Dominion Atlantic Railway Company, 
Esquimalt Nanaimo Railway Company and Quebec Central Railway Company partic- 
ipate in the Canadian Pacific Pension Plan. Canadian Pacific Express Limited has a 
separate plan which is identical to that of Canadian Pacific Limited. Employees of the 
Shawinigan Falls Terminal Railway Company participate in the Canadian National 
Pension Plan. 


Three of the remaining companies have s¢parate pension plans which are 
patterned after the Canadian Pacific Plan. These companies are Northern Alberta 
Railways Company, Toronto Hamilton and Buffalo Railway Company, and 
Toronto Terminals Railway Company. Algoma Central Railway Company operates 
a separate pension plan. 


Essentially then the employees of the twelve companies belong to seven different 
pension plans. In terms of membership, the plans of the two major railway companies 
dominate the sample. Furthermore, most of the other five plans have benefit patterns 
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similar to that of the Canadian Pacific Pension Plan. Consequently, the analysis will 
concentrate for the most part on the pension plans of the two major railway compa- 
nies. 


Before discussing the actual analysis, some further comments on the subject of 
pension plan comparisons will be useful. As already noted, pension benefits represent 
but one item in the total compensation package. Some employers (and employees) 
place greater emphasis on pension benefits than others. Nevertheless, since the pension 
benefits form such an important item, it is a worthwhile exercise to compare them if 
certain modifications are made to the comparison. Such modifications include the 
treatment of survivor’s benefits and disability benefits. These benefits are provided 
through a number of pension plans. However, in many cases death benefits are pro- 
vided through a separate group life arrangement. 


In the same way, disability benefits, to cover an extended period of disability, are 
provided through an insured long-term disability plan. As far as these benefits are con- 
cerned it would be inappropriate to concentrate Just on the benefits provided through 
the pension plan and thus benefits from these two other sources have been included. 
Similarly, where retirement income is provided through a pension plan and a deferred 
profit sharing arrangement, both must be taken into account for comparison purposes. 


An exhaustive analysis was made of all the plans in the sample group since the 
Terms of Reference indicated that the plans were to be compared in all their aspects. 
However, it was decided that it would be appropriate to concentrate on the more 
important features of the plans. Consequently, two matrices were prepared comparing 
the railway plans with the nine public sector plans and the thirteen private sector 
plans. The matrices are given at the end of this section. It is felt that these provide a 
useful way of comparing the plans. The wording in the various cells is of necessity 
abbreviated, and hence the accompanying narrative forms an essential part of the com- 
parison. The matrix presentation permits one to quickly establish how certain features 
of the railway plans compare with the corresponding features of the other plans. 
Although some plans put more emphasis on certain features than others, it is felt that 
if this approach is followed for all the main features, useful conclusions can be drawn. 


Comparison of Railway Pension Plans with Public Sector Plans 
Eligibility 


The public pension plans examined are similar to the railway pension plans in that 
they cover full-time employees and in that membership is compulsory. The rules of the 
Canadian Pacific plan do not permit a new employee who is 40 years of age or over to 
join the plan. This provision dates from 1937 when the present Canadian Pacific plan 
was implemented. Restrictions of this nature are at variance with common practice in 
the plans studies. 
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Employee Contributions 


The level of employee contributions cannot be analysed in a meaningful way 
unless some reference is made to the level of benefits. However, the retirement benefits 
provided by the nine plans are quite similar, apart from the important questions of 
indexing and early retirement provisions. All the plans considered here aim at provid- 
ing a total benefit of around 70% of final average earnings to a career employee. This 
70% includes to some extent the benefits payable from the Canada Pension Plan. 


The average level of employee contributions is 6.28%, less the employee’s contrib- 
ution to the Canada Pension Plan. All the plans take account of the fact that the 
employees contribute to the Canada Pension Plan on a certain band of earnings. The 
contributions to the employer plan are somewhat reduced over this range. If no allow- 
ance were made for the fact that employees have to contribute to the government plan, 
the lower-paid employees would be contributing higher percentage amounts of salary. 


The contributions to the Railway Pension Plans straddle the average of public 
plans but are both quite close to it. The provisions of the Canadian National plan are 
and have been more liberal than those of the Canadian Pacific plan and the respective 
contribution rates are 614% and 6% of earnings (less the contribution to the Canada 
Pension Plan). In view of the fact that five of the plans in the public sector group pro- 
vide full cost-of-living increases to retired members, the employee contributions to the 
Railway Plans are relatively high. However, although the typical contribution to a 
fully-indexed plan is 7% (less CPP) there is provision in many of these plans for the 
employee contributions to rise in the future to meet the cost of indexation. The magni- 
tude of these increases will depend to a large extent on the future rates of inflation. 


The present analysis does not attempt to compare the employer contributions. In 
most of these plans the employer contribution represents the balance of the cost of the 
benefits not provided by the employee contributions. The level of the employer con- 
tributions at any given time depends on historical funding practices, the experience of 
the fund, current funding practice and actuarial assumptions used. The employer con- 
tributions in connection with the railway plans are discussed later on in this report. 


Retirement Age and Service Conditions 


The typical retirement age for the group of nine plans is age 65. However, there is 
an increasing tendency to permit retirement at some earlier age (60 say) if a certain 
period of service has been completed. In these cases the accrued pension is payable 
from the actual date of retirement without any actuarial reduction. (The accrued pen- 
sion usually represents the employee’s pension calculated for normal retirement, but 
based on his (or her) service and earnings to the date of actual retirement.) In this con- 
nection, the fact that the Canada Pension Plan benefits do not become payable until 
age 65 causes problems. This is because the pension produced by the formula makes an 
allowance for the Canada Pension Plan benefit by calculating benefits on earnings up 
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to the Year’s Maximum Pensionable Earnings (YMPE) at 1.3% per year of service. 
Together with the actual Canada Pension Plan retirement benefit this produces a total 
benefit which approximates 2% per year of service. However, when an employee 
retires before age 65 there is a gap until age 65. Most of the plans surveyed in this 
group provide an additional amount of pension to “bridge” this gap. From the employ- 
ees’ point of view, this is a most welcome benefit and the Railway Pension Plans are 
less liberal in this respect than most of the nine plans considered in this sample. 


Early Retirement 


As far as early retirement is concerned, considerable variation is exhibited by the 
plans in the sample. The key factors to consider are the eligibility conditions such as 
age and service requirements and the degree to which the formula pension is reduced 
in transforming it from a pension payable from age 65 to pension payable from the 
date of actual retirement. Both railway plans provide an immediate pension from age 
60 without any actuarial reduction if the employee has completed at least 25 years’ 
service. In addition, the Canadian National plan provides for a reduced pension to 
become payable from age 55 if the employee’s age and service totals at least 85. The 
most generous early retirement provisions are contained in the Federal Public Service 
plan. 


Type of Plan and Earnings Base for Pension Calculations and Benefit Rate 


All the public plans considered use a formula based on final average earnings mul- 
tiplied by years of service for calculating retirement pension. In five of the plans the 
average is taken over the best 5 consecutive years. The Federal Civil Service and the 
Canadian Armed Forces plans use a 6-year averaging period, while the City of Mont- 
real uses 3 years and the City of Winnipeg, 10 years. Both railway plans use a 5-year 
period, and they compare favourably with the other plans in this respect. In some of 
the plans the formula uses the best 5 years, while in others the formula used the last 5 
years. This distinction has normally no impact on an employee’s benefits and hence has 
been ignored in this analysis. Another difference relates to the integration procedure 
with the Canada Pension Plan. Both railway pension plans use a 5-year period in cal- 
culating the band of final earnings on which pension benefits are calculated at the 1.3% 
rate per year of service. The Federal Public Service plan uses a 3-year period and is 
thus less generous in this regard since the 3-year average results in a higher fraction of 
earnings attracting the 1.3% rate and hence a lower fraction at the 2% rate. Practice 
varies among the other plans. British Columbia uses the Year’s Maximum Pensionable 
Earnings during the year prior to retirement, and Ontario is similar to the railway pen- 
sion plans. The accrual rate of pension benefit works out at around 2% per year of 
service for 8 of the 9 plans. The City of Montreal has an accrual rate of 2.5% of final 
earnings for each year of service. The benefit formulas for retirement income used in 
the railway plans are clearly in keeping with those used in the other plans considered 
here. 
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Post-Retirement Increases 


_As indicated earlier in this report, the matter of post-retirement increases is of 
considerable concern to existing railway pensioners. In 5 of the plans considered, pen- 
sions are escalated in line with percentage increases in the Consumer Price Index. 
These plans comprise those of the Federal Public Service, the Canadian Armed Forces, 
and the Provincial Civil Service of British Columbia, Ontario and Quebec. As men- 
tioned earlier, the additional employee contribution in respect of this type of indexing 
tends at present to be around 4% of earnings. However, most of the plans contain 
provision for additional future increases in imployee contributions. The benefit 
increases under the Ontario Civil Service plan are limited to 8% in any one year. 


From the viewpoint of the retiring employee, full cost-of-living indexing is clearly 
of great benefit. It means that his pension will not decline in real terms over the 
remainder of his lifetime, thus providing real security. The 5 plans which provide this 
benefit derive their revenues from taxation and are in a vastly better position to guar- 
antee this type of benefit than a company operating in the private sector. The potential 
liabilities incurred are enormous, and as a consequence retired employees form two 
separate classes: the fortunate class, principally government employees, enjoy a fully 
indexed pension, whereas the other class, consisting mainly of private sector employ- 
ees, do not. Naturally, all employees would like a fully indexed pension. Railway 
employees in particular, because their work is so essential to the national well-being, 
look with envy at the indexed pensions provided for civil servants. 


It would also appear that the public at large is unaware of the tremendous addi- 
tional liability incurred when a plan is fully indexed. This liability may not be reflected 
in the initial cost if the plan is funded on a pay-as-you-go basis, as many government 
plans are. 


Three of the remaining plans considered have granted ad hoc increases in recent 
years to retired employees. The City of Montreal has a higher initial level of pension 
than the other plans, which compensates to some extent for the lack of indexing. Cana- 
dian National has granted ad hoc increases to retired employees since 1970. However, 
they fall short of the full indexing provided by the Civil Service plans. 


It is evident that Canadian Pacific pensioners fare poorly in this comparison. No 
Cost-of-living increases have been granted to current pensioners. 


Survivor’s Benefits - Death in Service 


All the 9 plans surveyed in this group provide a survivor’s pension of 50% of the 
deceased employee’s accrued pension. The most usual eligibility condition is the 
requirement that the deceased employee have completed 10 years’ service. Since the 
benefit is small for short-service employees this restriction is not so serious as would 
appear at first sight. The Department of National Revenue Taxation rules governing 
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pension plans effectively limit the amount of the survivor’s pension to the accrued Cir- 
cular 72-13R3, dated December 1, 1975, states on page 9: 


“(f) Dependents’Pension Benefits - A pension plan may provide for a rea- 
sonable pension to a spouse (including common-law) or to a parent, brother, sister 
or child at the time of the member’s death. The amount of the pension must be 
directly related to (but must not exceed) the accrued entitlement of the employee 
at date of death except that a reasonable and moderate minimum pension may be 
provided, subject to a specified period of eligible service. As an example, a pension 
to a spouse of 60% of the amount of pension accrued to the employee at date of 
death, with provision for actuarial adjustment if the spouse is more than ten years 
younger than the employee, would usually be considered to be a reasonable pen- 
sion.” 


The two railway plans provide survivor’s benefits of 50% of accrued pension and 
thus are identical in this respect with the 9 public plans. However, the railway employ- 
ees require 15 years’ completed service before becoming eligible for this benefit 
whereas the norm for the group is 10 years. In the event that an employee dies before 
completing the necessary period of service to qualify for a survivor’s pension, the death 
benefit in the case of the 9 public plans normally consists of a refund of contributions 
with interest. Similar provisions exist in the railway plans. 


Many pension plans require that the employee and his spouse must have been 
married for a certain number of years before the employee becomes eligible for a 
spouse’s benefits. In the case of the Canadian National plan the employee must have 
been married for at least one year and in the case of Canadian Pacific for at least 5 
years. The thrust of such restrictions is presumably to prevent so-called death-bed 
marriages, and it would appear that restrictions of this nature are becoming more lib- 
eral. In 5 of the 9 plans the survivor’s pension continues for the duration of the 
spouse’s life. Under the rules of the Canadian National plan, the survivor’s pension is 
for life, whereas under the Canadian Pacific rules it ceases on the remarriage of the 
surviving spouse. 


Group Life Insurance Benefits 


The level of benefits provided under the various group life insurance arrange- 
ments ranges from one to three times salary. The cost-sharing pattern under these 
arrangements varies. In a number of cases the employer provides a basic amount of 
benefit, leaving the employee the option to supplement this coverage at his own 
expense. The benefit of $7,000 provided for a railway employee appears light when 
compared with the other employee groups. This lack of coverage is particularly signifi- 
cant in view of the 15-year qualifying period for a survivor’s pension. It should be men- 
tioned that the cost of the life insurance benefit in the case of the railway employee is 
met by the companies. 
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Survivor’s Benefits - Death After Retirement 


The most common benefit consists of a survivor’s pension of 50% of the retired 
employee’s pension, with one or two plans having no automatic survivor’s pension. In 
these cases the member can choose from a range of options, some of which provide for 
a continuing pension to the survivor. Such an arrangement is generally not as valuable 
as the provision of an automatic survivor’s pension which involves no reduction in the 
retired member’s pension. The railway plans provide this more valuable benefit and 
compare well with the group as a whole. The Canadian National survivor’s pension is 
payable until death, whereas the Canadian Pacific benefit is payable until death or 
remarriage. In this regard the Canadian National provisions are more liberal than the 


average, whereas the Canadian Pacific provisions are more typical of the group as a 
whole. 


Once again, the question of cost-of-living increases assumes great importance. 
Although the railway plan benefits compare favourably with the others from the view- 
point of initial benefit, the fact that a number of the other plans have pensions which 
increase in line with increases in the Consumer Price Index makes these benefits con- 
siderably more valuable. This is particularly the case with regard to survivors’ pen- 
sions. Women tend to live longer than men and also tend to marry men older than 
themselves. Consequently, these pensions can continue in payment for up to 30 years 
from the date of the employee’s retirement. 


In a number of the plans there is also provision for additional children’s pension 
benefits in the case of death after retirement. Such provisions are not included in the 
railway plans. 


Disability Benefits 


As is the case with survivor’s benefits, disability benefits can be provided through 
the pension plan and through a separate insured arrangement. A number of employers 
utilize both methods. 


Dealing first with the pension plan, one can see from the matrix that 8 of the 9 
plans provide a disability pension equal to the member’s accrued pension. The B.C. 
Civil Service uses the member’s projected service to age 55, and this tends to be more 
generous than using the member’s accrued service. The railway plans provide a disabil- 
ity pension equal to that provided by 8 of the 9 plans considered. However, the service 
conditions tend to be less restrictive in the 9 public plans than in the railway plans. 
Thus 6 of the plans provide a disability pension if an employee has at least 10 years’ 
service. In the Federal Civil Service an employee who has at least 5 years’ service 1S 
covered. In the remaining 2 plans the service requirement is similar to that of the rail- 
way plans, namely 15 years. The Canadian National plan is somewhat more liberal 
than the Canadian Pacific plan in this regard, since under the latter there is the addi- 
tional proviso that age plus service must total at least 60. 
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In these comparisons, no attempt is made to analyse variations in the different 
definitions of disability. Additional disability benefits are currently provided through 
separate disability plans in the case of 4 of the plans, and the City of Winnipeg is 
implementing a new plan. In the insured, long-term disability plans, two important 
qualifications should be stressed. The cost-sharing arrangements under the different 
plans vary. In addition, the tax status of the benefits in the hands of the employee var- 
ies from plan to plan. 


The benefit levels have not been modified to take account of these points. It would 
appear that for the range of long-term disability plans considered, benefit levels run 
from 50 to 75% of earnings and that the employer often shares the cost. The benefits 
payable under government plans are normally offset to some extent by benefits payable 
under government plans (such as the Canada Pension Plan and Workmen’s Compen- 
sation) and the benefits (if any) from the employer pension plan. This type of plan is 
often underwritten by an insurance company, and if cost-of-living increases to the ben- 
eficiaries are inciuded, these are normally limited to 2 or 3% in any one year. 


Termination Benefits 


These benefits are perhaps the most difficult of all to analyse and compare for a 
number of reasons. On looking at the matrix, the reader may see this statement as par- 
adoxical. There appears to be a well-established hierarchy of benefits: 


Refund of own contributions 
Refund of own contributions with interest 


Choice of refund of own contributions with interest or equivalent deferred pen- 
sion 


Choice of refund of contributions with interest or deferred pension calculated on 
accrued service and earnings to date of termination 


Compulsory vesting. Usually deferred pension based on accrued service and earn- 
ings to date of termination. 


To the layman, this order (or something similar) is usually accepted as being the 
correct one. However, in many cases the value of the benefits need not follow this 
order. In a contributory plan it may well be that a refund of the member’s contrib- 
utions is at least as valuable as a deferred pension calculated on the member’s accrued 
service. This is particularly the case for younger employees. 


Another important aspect of termination benefits is the treatment of deferred pen- 
sions with regard to cost-of-living indexing. In some plans deferred pensions are 
increased at the same rate as current pensions. Hence, the accrued deferred pension 1s 
a much more valuable benefit in these cases. 
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From an inspection of the matrix it is clear that the normal termination benefit 
consists of a refund of contributions (usually with interest) for withdrawing employees 
who have up to 10 years’ service. After 10 years’ service a deferred pension is usually 
available. It may be compulsory or optional. In many plans, employees who have 


reached at least age 45 and completed a minimum of 10 years’ service must by law be 
granted a deferred pension. 


In the railway plans, an employee must have completed at least 15 years’ service 
to obtain a deferred pension, unless he qualifies under the “45+ 10” rule. The Cana- 
dian National plan adds interest to the contributions if the employee has completed 
one year’s service. In the case of the Canadian Pacific plan, interest is added if the ter- 
mination is involuntary and the employee has 5 or more years’ service. 


Summary 


The most important difference between the public pension plans and the two rail- 
way plans relates to the cost-of-living increases granted to existing pensioners. Five of 
the public plans provide full indexation of current pensions. The ad hoc increases pro- 
vided by Canadian National are in line with the increases provided by 3 of the remain- 
ing 4 plans. Although one of these 4 plans did not provide cost-of-living increases, it 
had an unusually high benefit accrual rate. In this connection, the Canadian Pacific 
pension plan differs significantly from the group since it has not as yet provided cost- 
of-living increases to current pensions. 


The initial levels of retirement income and the initial levels of survivor’s benefits 
provided under the railway plans are very similar to those provided under the other 
plans. However, the eligibility conditions are somewhat more stringent under the rail- 
way plans: 15 years as compared to 10. Nearly all the plans provide a disability pension 
equal to the member’s accrued pension. Here again, the qualifying period under the 
railway plans is 15 years as compared with 10 years in the case of most of the other 
plans. The railway employees have less group life coverage than the average for the 
group. The members of a number of the other plans are also covered under separate 
long-term disability plans which do not exist in the case of the railways. 


In many respects the railway plans are very similar to the public plans. However, 
there are, as mentioned above, a few important areas where the public plans provide 
superior benefits. 


Comparison of Railway Pension Plans 
with Private Sector Plans 


The 13 private sector plans show considerably more variation in terms of design 
and benefit levels than the 9 public sector plans. It is thus more difficult to establish 
what represents the norm for a particular feature or benefit level. For example, the 


32 


sample includes contributory and non-contributory plans. It also includes final aver- 
age, career average, and flat benefit plans. These types of variation make the task of 
comparing the plans more difficult. 


The analysis is carried out in the same way as in the case of the public service 
plans. The detailed comparison matrix is given at the end of this section. For simplicty 
the details given in the matrix are brief, and thus the accompanying narrative forms an 
essential part of the comparison since it amplifies certain points and indicates where 
important qualifications must be made. 


Just as in the comparative analysis of public sector plans, this comparison 
includes death benefits and long-term disability benefits which are provided outside the 
pension plan. 


Eligibility 


The private plans surveyed tend to cover full-time regular employees and are most 
often compulsory. In these respects they are similar to the railway pension plans. The 
Canadian Pacific plan is at variance with common practice in the private sector with 
an upper age limit of less than 40 years of age for new entrants to the plan. 


Employee Contributions 


The distribution of the levels of employee contributions among the 13 plans con- 
sidered is as follows: 


Employee contribution Number of plans 


Non-contributory 
2% 
3 1/3% 
4% 
41/2% 
5% 
6% 


— Be PO KS KS W 


The 2% contribution rate refers to Company K. In this case, the actual pension 
plan is non-contributory. However, employees contribute to a separate deferred profit- 
sharing arrangement. Although the contribution rate is 5% of earnings, it is more rea- 
sonable to use a figure of 2% since the maximum employee contribution in any one 
year is $200. On a salary of $10,000, the $200 limit represents a 2% contribution rate. 
In the case of all the other contributory plans, the contribution rates make an allow- 
ance for the employee contributions to the Canada Pension Plan. The rates quoted 
above are those which apply to that band of earnings in excess of the Year’s Maximum 
Pensionable Earnings. The corresponding contribution rates for Canadian National 


ELIGIBILITY 
— minimum age 
= maximum age 


— service condition 
— compulsory 


EMPLOYEE CONTRIBUTIONS 


om Fecal nen 


Province of Ontario 


PENSION PLAN COMPARISON 


Province of B.C. 


Province of Quebec 


Canadian Armed Forces 


N/A 


33/34 


Full-time 


35 


Ye 


Full-time 
Ye 


Full-time 


Full-time 


Full-time 


Full-time 


Members of armed forces 


Full-time 


Full-time 


Fulltime 


Full-time 


Ye 


Yo 


Ys 


Yo 


Ye 


Ye 


Ye 


Yo 


Ye 


asa percentage of earnings 


5% up to YMPE* 
614% over YMPE 


44256 up to YMPE 


69% over YMPE 


7% less employee contribution to CPP 


7% less employee contribution to CPP 


S% up to YMPE 


6-1/2% over YMPE 


64% les employee contribution (0 
Quebes Pension Plan 


75 les employee contribution to CPP 


44% upto YMPE 


(6% over YMPE 


Age 2s-36. 37+ 
Su% 64% 
4% 1% 


5% less employee contribution to, 
(Quebec Pension Plan 


34375% up to YMPE 


$.00% over YMPE 


RETIREMENT AGE AND 
SERVICE 

CONDITIONS 

normal 


~early 


— bridge benefit 


Age 65 


‘Age 60, if age plus service is at least 85, 
accrued pension payable Age $5, if age 
plus service is at least 85, reduced pen- 
sion payable 


Age 6S 


Age 60 with at least 25 years’ service, 
accrued pension payable 


Age 60 with 5 years’ service 


Age 55 with at Least 30 years, accrued 


pension payable 
At age $0, reduced pension payable 


Age 65 

Age 60 + 20 years) unre- 
) duced 

Age + service = 90) 


Employce with 10 years” service can, 
‘obtain an immediate (reduced) pension 
from age 35 


Age 65 ) 

Age 55 + 3S years Junre 
) duced 

Age 60 + 10 years) 


Employee with 10 years’ service can 
obtain an immediate (reduced) pension 
al age SS 


Age 65 
Age 60 + 10 years 


Age 55 + 32 years 
Employce with 22 years’ service may 


retire at age 55 on immediate (reduced) 
pension 


Age and service requirements for wace- 
‘duced pension depend on rank 
Ifmember has at least 20 years’ service 
immediate (reduced) pension available 


Age 65) depending on nature 
‘Age 60) of employment 


Employee with 25 years’ service or who. 
has reached age $6, with age plus serv- 
ice equal to §0, can retire on reduced 
pension 


Age 65 
Policemen: age 60 


Employee with 25 years’ service who. 
has reached age 60 can retire with a 
reduced (immediate) pension 


Age 65 


Afer 30 years’ service and age $5 


Age 65 
From age 63, if25 years" service 


Early retirement from age 55 
employee has 15 years’ service 


No 


No 


Yes 


Yo 


Yo 


Yes 


Yo 


No 


Yes 


Yes 


RETIREMENT BENEFIT 
Type of plan 


Earnings base for pension 
calculations 


Benefit rate per year of 


Upto YMPE 
‘Over YMPE 


Best average 


Final average 


Best average 


Best average 


Best average 


Final average 


Best average 


Best average 


Final average 


Best average 


Best 5 consecutive years 


Last 5 years 


Best 6 consecutive years 


Best S consecutive years, 


Best 5 consecutive years. 


Last years, 


Best 6 consecutive years 


Highest consecutive 5 years 


Last 10 years 


Best 5 years 


1a 
0: 


13% 
2.0% 


3 
0% 


J 
0% 


13% 
2.0% 


13% 
20% 


14% 
20% 


1.375% 
2.00 % 


POST-RETIREMENT INCREASES. 


‘Ad hoc increases in recent years 


Pensions indexed to the Consumer, 
Price Index 


Pensions increase with Consumer Price 
Index. Maximum increase 8% pa 


Pensions indexed to the Consumer 
Price Index 


Pensions indeacd to the Consumer 
Price Index 


Pensions indexed to the Consumer 
Price Index 


Ad hoc increases in recent years 


‘Ad hos increases in recent years 


‘Ad hoe increases in recent years 


SURVIVORS’ BENEFITS 
Death in service 
‘Amount of pension 


Conditions 


Pension ceases on 
survivor's 


30% accrued pension 
Employee must have 15 years’ service 


Death 


$0% accrued pension 


15 years’ service and age plus service 
exceeds 60 
Death or remarriage 


50% accrued pension plus children's 
benefits 
S years’ service 


Death or remarriage 


80% accrued pension 
10 years’ service 


Death or remarriage 


80% of projected pension assuming 25 
Years service 
10 years’ service 


Death 


50% of accrued pension plus children’s 
benefits 
lO years’ service 


Death 


50% of accrued pension plus children's 
benefits 
TO years’ service 


Death or remarnage 


$0% acerved pension 15 years’ service 
and age plus service equals al least 5S 


Death 


50% accrued service plus children’s 
benefits 


30 years’ service 
Death 


$0% of accrued pension plus children’s. 
benefits 


10 years' service 


Death of remarnage 


50% of accrued pension 


10 years’ service 


Death of remarmiage 


Group Life Benefit 


$7,000 


$7,000 


Ixsalry 


Greater of $7,800 and 75 x salary 


2-214 x salary: max. $25,000 


$5,000 plus 1 x salary for administra 
tive staff 


Survivors’ income benefit payable 


24 x annual pay 


1-2 xsalary 


52,000 + union plan 


1-3 xsalary 


Death after retirement 
Pension benefit ceases 
on sursivor's 


‘505 of member's pension 


Death 


50% of member's pension 


Death of remarnage 


50% of member's pension plus 
children’s benefits| 
Death or remarniage 


50% of member's pension 


Death of remarnage 


None 


$0% of member's pension with child. 
en's benefits 
Death 


$0% of member's pension plus child- 
en's benefits 
Death or remarriage 


$0% of member's pension 


Dah 


No automatic pension 


50% of member's pension plus 
children’s benefits 
Death or remarnage 


‘S0% of member's pension 


Death or remarnage 


DISABILITY BENEFITS 
Pension benefit 


Age/service conditions 


Accrued pension 


IS years’ service 


Accrued pension 


15 years’ service and age plus service 
enceeds 60 


Accrued pension 


S years’ service 


‘Accrued pension 


10 years’ service 


Pension based on service projected 10. 
age 55 (max. 25 years) 
10 years’ service 


Accrued pension 


10 years’ service 


Accrued pension 


LO years’ service 


Accrued pension 


15 years! service and age plus service is 
atleast $5 


Accrued pension, 


15 years’ service 


Accrued pension 


10 yeass’ service 


Accrued pension 


10 year’ service 


Long-term disability benefits 


None 


18% of earnings 


66-2/3% of earnigns 


15% of earnings 


65% of first $7,200 
40% of excess 


Plan being implemented 


None 


N/A 


TERMINATION BENEFITS 
(a1 5 or 10-year intervals) 


*YMPE denotes the Year's 
the purpases of the Can 


0-1: contnbutions re- 
funded 


1-15: contnbutions with 
interest refunded 


154: deferred pension 
availible 


Age 45. + 10 years’ service: compul- 
sory Vesing 


Maximum Pentionablz Earnings for 
nada Pension Pl 


0-5: contributions re- 
funded 
$15) contributions with 
interest refunded 


15 4: deferred pension 
available 


Age 45 + 10 years’ service: compul- 
sary vesting 


6-5; contnbutions refunded 
5 ta "45410": choice of contributions 
with interest or deferred pension 


Age 45410: deferred pension 
(compulsory vesting) 


0-10: contributions with 
Interest 


10 10 "43410": choice of deferred 


pension or refund of contnb- 
lutions with interest 


Age 45410: deferred pension 


104: choice of contabutions with 
interest or deferred pension 


0-10: contributions refunded 


10.4: deferred pension (to age 60) 
granted 


0-10: contributions refunded 


10-20: refund of contributions of 
deferred annuity 


20+: (reduced) immediate pension 


0-10: contnbutions with interest 


10 10 “454+10% choice of deferred 
pension or refund of contrib 
Utions with interest 


Age 45410: deferred pension compul- 
sory by law 


0-10; contributions with interest 


104: deferred pension or refund of 
coninbutions 


010°45+10" contribotions refunded 


Axe 45+ 10- deferred pension 
compulsory by law 


0-1: contributions with interest 


1-10: contnbutions with interest or 
equivalent deferred pension 
tased on employee's contnib- 
utions plus interest 

10+: choice of deferred pension (com 
plete vesting) or refund of con 
Lnbutions with interest 

Age 454 10: deferred pension 


= 


To alae = tw @ = 


=i 


eaeery® © 
‘ 


35 


are 6 1/2% and for Canadian Pacific, 6%. Clearly the rates in the railway plans are 
significantly higher than the majority of rates in operation in the 13 private sector 
plans. As against this, the railway plans provide better benefits - a factor which has to 
be taken into account in evaluating the significance of this difference. 


Retirement Age and Service Conditions 


The normal retirement age in all the private plans considered was 65, and this is 
also the normal retirement age in the case of the railway plans. In many of the plans 
there is a provision whereby a member can retire early without any actuarial reduction 
if he has attained a certain age (normally age 60 or 62) and completed a substantial 
amount of service (25 years, for example). Similar provisions exist in the railway plans. 
In a number of the private plans, members can elect to retire after the age of 55 on a 
reduced pension provided they have completed a certain period of service. In assessing 
the value of this benefit the actuarial factors used to arrive at the reduced considered, 
but it should be noted that in some plans the factors used imply a certain degree of 
subsidy of this benefit by the employer. Under the rules of the Canadian National plan 
an employee may retire at age 55 if his age plus service is at least 85. Corresponding 
provisions do not exist in the Canadian Pacific plan. 


As mentioned in the analysis of the public sector plans, employees who retire 
early may have a gap in their pension income which is not filled until age 65 when 
Canada Pension Plan retirement pensions normally become payable. Over half the pri- 
vate plans examined in this analysis provide, to some extent, “bridge”’ benefits to their 
retired employees during this period. The amounts of the benefit provided vary consid- 
erably, and in some cases the payment of the benefit is contingent upon the employee’s 
fulfilling certain age and service requirements which not all employees who retire early 
can meet. Until now, this type of benefit has not been provided by the railways. While 
one may argue that it is the total pension (employer plan and government benefit) that 
really counts, the fact remains that the “bridge” benefit is appreciated by employees, 
yet is not provided by the railway plans. 


Type of Plan 


The private plans surveyed show a diversity of benefit formulas. Seven of the 
plans calculate retirement income as a proportion of the employee's best (or last) few 
years of earnings. In 6 of these, a 5-year period was used just as in the case of the rail- 
way plans. Three of the plans used a career earning formula, although in one of these 
the career earnings benefit represented the minimum pension. In this case the pension 
benefit was initially calculated as 50% of the employee’s contributions. In the 2 
remaining plans the pension benefit was $120 p.a. for each year of service. These 3 
plans were also non-contributory and the pension benefits were stacked on top of the 
Canada Pension Plan benefits. The final average earnings plan is generally regarded as 
being the most valuable from the viewpoint of the employees, and in this respect the 
railway plans are at least as good as the best plans in the sample. 
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It is of course necessary to examine the amount of benefit accrued for each year of 
service in comparing final average earnings plans. Four of the plans provide a benefit of 
2% per year of service and the others provide somewhat lesser amounts. The railway 
plans thus compare favourably with these top 4 plans. 


The analysis to this point has focussed on the initial level of retirement income. It 
is significant to note that 11 of the 13 private plans have granted ad hoc increases in 
recent years. These increases have been determined in a number of different ways and 
aim to restore, to some extent, the loss of purchasing power caused by the severe infla- 
tion in recent years. In the case of final average plans, such increases are typically at 
the rate of 2 or 3% for each year since retirement. The tendency in flat benefit plans is 
to increase pensions by fixed amounts.. The escalation provided by the Canadian 
National plan is in keeping with that provided by the top plans in the sample. 


Since the Canadian Pacific plan has not increased current pensions in this way, it 
differs from the majority of the group. However, Canadian Pacific has on two occa- 
sions increased pensions by extending improvements in benefits to retired employees. 
The details are given in the chronological details of major pension changes for C.N.R. 
and C.P.R. Both railway plans have an unusually high ratio of pensioners to actives. 
This is because the plans are relatively mature and the labour force in the railway 
industry has been declining in recent years. Consequently it is relatively more expen- 
sive to grant increases to current pensioners in these plans than it is in the case of most 
of the other plans considered. 


Death in Service Benefits 


Nine of the 13 plans provide a survivor’s pension on the completion of certain age 
and/or service requirements. In the case of 7 of those 9 plans the survivor’s pension is 
equal to 50% of the accrued pension, and in the remaining 2 the survivor’s pension is 
equal to 66-2/3% of the accrued pension. The 2 plans providing the 66-2/3% benefit 
do not have any service condition for eligibility. However, in both these plans there is a 
guarantee that the pension will not be less than a fixed percentage of final average earn- 
ings at the date of the employee’s death. (This percentage is about 15%). The 7 plans 
which provide a 50% survivor’s benefit have service requirements ranging from 10 
years (5 plans) to 20 years. In some of these, the service requirement is coupled with an 
age requirement. Should an employee die before completing these requirements, the 
death benefit payable normally consists of a refund of his own contributions with inter- 
est. Similar provisions exist in the case of the railway plans. 


In most of the plans which provide a survivor’s death-in-service pension the pen- 
sion is payable until the death of the surviving spouse. The survivor’s benefit provided 
by the railway pension on death in service is 50% of the employee’s accrued pension. 
This tends to produce a larger survivor’s pension than the average for the group as a 
whole because the accrual rate of benefit is higher in the railway plans. The 15-year 
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gap before a railway employee qualifies for a survivor’s benefit is greater than the cor- 
responding gap in most of the other plans. The Canadian National survivor’s benefit is 
payable until the death of the surviving spouse. On the basis of the plans examined this 


appears to be a more common practice than that in the Canadian Pacific Plan, where 
the survivor’s pension stops on remarriage. 


Group Life Insurance Benefits 


Many of the companies surveyed provide a basic benefit of one year’s salary, with 
the possibilty of increased coverage. The cost of this additional coverage may be shared 
between the employer and the employees or the cost may be borne entirely by the 
employees. The corresponding benefit in the case of the railway employees is a lump 
sum of $7,000 and is thus lower than the average for the group as a whole. 


Death After Retirement 


The benefits provided by the railway plans in the event of death after retirement 
compare favourably with the group as a whole. Only 3 of the 13 plans provide an auto- 
matic survivor’s pension on death after retirement. The benefit level in these 3 plans is 
50% of the retired employee’s pension, which is the same as the benefit level provided 
under the railway plans. This tends to be a much more costly benefit than the survi- 
vor’s death-in-service benefit. Consequently, this is one area where the railway plans 
demonstrate a significant superiority. The survivor’s pension from Canadian Pacific 
ceases on remarriage while the corresponding Canadian National pension is payable 
for the life of the surviving spouse. 


It should be pointed out that the private pension plans in the sample which do not 
have an automatic survivor’s death-in-retirement benefit, permit a retiring employee to 
elect to take some form of joint and survivor pension. Often the rates used to convert 
the single life pension to the equivalent joint life pension are subsidized by the com- 
pany and are not the true actuarial rates. To this extent, the entries in the matrix under 
this item could be construed as misleading in the case of these plans. However, the 
degree of subsidy varies considerably among the plans. 


Disability Benefits 


All but 3 of the 13 companies examined have long-term disability plans, providing 
disability benefits of the order of 60% of the disabled employee’s earnings. Over half of 
the pension plans provide disability benefits if the disabled employee meets certain 
age/service qualifications. For those companies which provide disability benefits from 
both sources, it is usual for the benefits from the long-term disability plan to be 
reduced by the benefits from the pension plan. The railway pension plans provide a 
disability pension if the disabled employee has completed 1 years’ service, and in the 
case of Canadian Pacific, if age plus service totals at least 60. There is thus a considera- 
ble gap in disability coverage by the railways as compared with a number of the other 
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companies examined. Furthermore, the level of benefits payable to the disabled 
employees are normally considerably higher in a number of the 13 plans than they are 
in the railway plans since the accrued pension reaches 60% of average earnings only 
when the employee has completed at least 30 years’ service. 


Termination Benefits 


Most of the private plans examined are subject to either provincial or federal 
pension benefit legislation, which stipulates that a terminating employee who has 
completed at least 10 years’ service and reached at least age 45 is entitled to a 
deferred pension. This deferred pension is calculated in the same way as the normal 
retirement pension, but is based on the employee’s salary and service to date of 
termination. Similar vesting provisions exist in the railway plans. 


The practice with regard to terminating employees who do not meet these 
requirements varies among the private pension plans examined. In the case of the non- 
contributory plans there may be no benefit (2 plans) or else a deferred pension may be 
granted if the terminating employee has more than 10 years’ service. In the contribu- 
tory plans a common formula is for the terminating employee to receive a refund of his 
own contributions with interest if he leaves with less than 10 years’ service. After com- 
pleting 10 years’ service the terminating employee often has the choice of a refund of 
his own contributions with interest or a deferred pension, calculated according to the 
rules of the plan and payable from normal retirement date. Of course he is required to 
take a deferred pension when the government legislation applies (i.e. age 45 and at 
least 10 years’ service). 


The provisions of the railway pension plans with regard to terminating employees 
do not differ significantly from those of the group considered, apart from the railways’ 
use of 15 years’ service to establish when the employee has the choice of a deferred 
pension or refund of his own contributions. The corresponding cut-off point in the case 
of the private plans is 10 years. However, in strict dollar terms, the refund of contrib- 
utions can be just as valuable as the deferred pension until the employee reaches his 
40's, depending of course on his earnings record. Furthermore, since the contributions 
to the railway plans are and have been higher than the average for the group as a 
whole, the return of contributions tends to represent a more substantial benefit in the 
case of a terminating railway employee. 


Perhaps the most important conclusion from the analysis of termination benefits 
is that while the provisions of the railway plans are in line with general practice, the 
system as a whole does not favour the terminating employee. Even if compulsory 
immediate vesting were introduced, it would not solve the problem. In a final average 
salary plan, the terminating employee would be entitled to a benefit based on his serv- 
ice and final average earnings at date of termination. Had he remained with the origi- 
nal company, this service would be multiplied by his final average earnings from age 60 
to age 65. The difference between these can be enormous, and this is a measure of his 


39 


loss on leaving. An employee who makes a number of job changes, even under this 


system, would end up with a pension very similar to one based on career average earn- 
ings. 


Trusteeship Arrangements 
The trusteeship of the 2 major railway plans has been criticised in a number of 
submissions received by the Commission. It is therefore of some interest to compare 


the trusteeship arrangements of the 13 private plans with those of the 2 major railways. 


The breakdown of the trusteeship arrangements of the 13 plans examined is as 
follows: 


Nature of arrangement Number of companies with 
this type of arrangement 


Trust company acts as trustee 5 companies 
Insured arrangement 4 companies 
Individual trustees 3 companies 
Trustees are officers of the company 1 company 


Leaving aside the insured arrangements which are not strictly comparable with 
the railway plans, one can see that it is most usual for a trust company to act as a trus- 
tee. In the case of 3 plans, the trusteeship arrangement consists of individual trustees. 
In one of these plans there are 5 individual trustees, 3 appointed by the company and 2 
by the members. For the 2 remaining plans the composition of the trustees has not 
been established. However, it is reasonable to surmise that at least one of the trustees is 
independent to some extent of the company involved in view of the following Depart- 
ment of National Revenue regulation relating to registered pension plans. This quota- 
tion is taken from the description of permitted types of funding media: 


‘“(e) | Funding Media: — the pension plan must be funded through: 


(i) acontract for insurance with a company authorized to carry on a 
life insurance business in Canada, 


(ii) a trust in Canada governed by a written trust agreement under 
which the trustees are: 


(a) atrust company,or 


(b) individuals, at least 3 of whom reside in Canada and 1 of 
whom must be independent to the extent that he is neither a significant share- 
holder, partner, proprietor nor an employee of a participating company. (See also 


paragraph 6 (9] 
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(111) acorporate pension society 


(iv) an arrangement administered by the government of Canada or by 
the government of a province of Canada, or by agents thereof, or 


(v) combinations of the above funding media...” 


Source: Department of National Revenue, Taxation: Information Circular No. 
72-13R3 


Date: December 1, 1975. 


In the case of each of the 2 major railway plans, the Board of Directors also acts 
as the trustee of the pension plan. Only in the case of company B did this complete 
overlap between the trustees of the pension plan and the management of the company 
occur. Thus the trusteeship arrangements found in the major railway plans are signifi- 
cantly at variance with common practice. 


Furthermore, this type of arrangement contravenes, in my opinion, at least the 
spirit of the Department of National Revenue regulations on registered pensions. It 
also would appear to be contrary to the aims of the various pension benefits standards 
acts. Since the Board of Directors of the major railway companies act as trustees of 
their respective pension plans, this can lead to accusations of conflict of interest. The 
trusteeship arrangements of the railway plans studied under the Terms of Reference 
are given in the following table. 


Number of Trusteeship 
employees arrangements 
Railway Company (approx.) of pension plan 


Canadian National Board of Directors of 
Railways (CN) CN 


Canadian Pacific Board of Directors of 
Limited (CP) (Cle 


Toronto Hamilton 
and Buffalo Royal Trust Co. 


Railway Company 
(TH & B) 


Toronto Terminals Board of Directors of 
Railway Company TT 
(TT) 
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Number of Trusteeship 
. employees arrangements 
Railway Company (approx.) of pension plan 


Northern Alberta Board of Directors of 
Railways Co. NAR 


(NAR) 


Algoma Central Insured arrangement 
Railway 


Summary 


In many important respects the railway pension plans provide benefits which 
compare favourably with the best plans in the group. The railway plans use final aver- 
age earnings in computing the retirement pension and, in conjunction with Canada 
Pension Plan benefits, produce a retirement pension of 70% of final earnings in the 
case of a career employee. Most of the other benefits are derived with reference to the 
formula used for the retirement benefit. Thus the railway plans have a survivor’s pen- 
sion of 50% of the accrued pension in the case of death in service and 50% of the 
retired employee’s pension in the case of death after retirement. The comparison indi- 
cates that the group life benefits are relatively low and that there are deficiencies in the 
disability coverage. The eligibility conditions for a number of the benefits appear to be 
more restrictive in the railway plans, particularly in the case of Canadian Pacific. 


The situation with regard to cost-of-living increases has already been discussed. 
Since these increases often apply to reiirement pensions, survivors’ pensions, and disa- 
bility pensions, their impact is felt across the range of benefits. It has been noted that 
the provision of such increases in the case of the railway plans is relatively more expen- 
sive because of their demographic history. The trusteeship arrangements prevailing in 
the 2 major railway plans are at variance with common practice. 


Conclusions and Recommendations 


I indicated earlier in my report that railway pension plans are the subject of col- 
lective bargaining between the C.N.R., the C.P.R., and the C.R.L.A. In my opinion, 
representations made to me that pension plans should be removed from that area are 
not well-founded. The only other means for making such decisions would be by unilat- 
eral determination by the railway companies, and that would be a retrograde step, or 
by governmental decree, and that would be contrary to our general expectations con- 
cerning government involvement in the private sector. 


Just as the bringing of pension plans within the scope of collective bargaining has 
been a positive step in the evolution of labour relations in the railway industry, so too 
has been the emergence of the C.R.L.A. as the principle agency for expressing the 
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interests of railway employees, past and present. Through the formation of C.R.L.A., 
industry-wide bargaining is now a reality, and a great deal of stability has been intro- 
duced in the railway industry. 


In these circumstances, the parties to collective bargaining, particularly the 
employers, are entitled to a clear indication from me as to where it is appropriate, in 
my opinion to make recommendations. My general view is that I should refrain from 
making recommendations when the evidence clearly suggests that the C.R.L.A. and 
the C.N.R. and the C.P.R. are capable of dealing with the issue or problem through 
established collective bargaining procedures. For example, the C.R.L.A. is perfectly 
capable of establishing a position on such issues as the level of employee and employer 
contributions, retirement age and service conditions, retirement benefits, survivor’s 
benefits, the relationship between the railway plans and government plans 
(C.P.P./Q.P.P.), and similar provisions in the plans. If changes are to be made, they 
will have to be formulated by C.R.L.A., evaluated by C.R.L.A. in conjunction with 
other changes they may anticipate in the collective agreement, and worked out with 
the C.N.R. and the C.P.R. at the bargaining table. Given the progress that the parties 
have made to date, it would be quite irresponsible for me, as a Commission of Inquiry, 
to begin making recommendations that would undo or weaken that relationship. 


Stated positively, I am of the opinion that I should make recommendations only 
in those areas that clearly are outside the collective bargaining arena, or where glaring 
inequities appear to exist, or where the interests of retired employees appear not to 
have been well-served through collective bargaining, or where aspects of railway pen- 
sion plans appear to be at variance with desirable Public Policy. 


Recommendation 1: That retired employees of the C.P.R. should be granted the 
same level of increase in pensions since retirement as those granted by the C.N.R. to its 
retired employees. These increases have been approximately 2% annually each year 
since 1970 and should apply to all those retired prior to January Ist, 1973. These 
increases should also apply to those in receipt of survivor pensions. 


As noted earlier, improvements were made to the C.P.R. plan in 1971 and 1973. 
The purpose of this recommendation is to bring C.P.R. pensioners and their survivors 
up to (but not above) the increases granted to C.N.R. pensioners and their survivors. 


Recommendation 2: That the provisions in the C.P.R. pension plan terminating 
survivor benefits upon the remarriage of the eligible widow or widower be removed. 


Recommendation 3: That the provisions in the C.P.R. pension plan requiring 
marriage 5 years prior to the death of the employee or pensioner in order to qualify for 
a Survivor’s pension be reduced to one year. 


Recommendation 4: That the provision in the C.P.R. pension plan limiting eligibil- 
ity to employees hired before age 40 be changed to read “hired before age 60”. 
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. Recommendation 5: That the trusteeship of both the C.N.R. and the C.P.R. pen- 
sion plans be removed from the hands of the Boards of Directors of the respective 
companies and placed in the hands of an independent trust company. 


Under both the C.P.R. and the C.N.R. pension plans, the Boards of Directors of 
the two companies also act as the trustees of the respective plans. This arrangement 
has been the subject of much criticism over the years and has led to accusations of con- 
flict of interest in managing both the affairs of the respective companies and their pen- 
sion funds. I am of the firm opinion that the current trusteeship arrangements contra- 
vene the spirit (if not the letter) of the Department of National Revenue regulations 
concerning registered pension plans. I am also satisfied that the current trusteeship 
arrangements are contrary to the aims of the Pension Benefits Standards Act. In the 
circumstances, the issue is not whether the funds have or have not been managed effec- 
tively under current trusteeship arrangements. The issue is, do the existing trusteeship 
arrangements conform with desirable public policy? In my judgement they do not and 
they should be brought in line with the expectations of the Department of National 
Revenue regulations and the Pension Benefit Standards Act. 


In making my recommendation on trusteeship, I am mindful of the fact that the 
C.R.L.A. has requested that trusteeship be placed in a group of individuals represent- 
ing the companies, the employees, and pensioners. At first blush, this would appear to 
meet everyone’s needs admirably particularly pensioners, but after giving the matter 
considerable thought, I am of the opinion that such would not likely be the case. For 
example, I am at a loss to understand what form of “corporate’’ identity such a 
“group” would have. I am also uncertain how accountability for such individuals 
would be established and maintained. I also foresee some difficult problems in making 
such a group truly representative and in selecting individuals to serve, particularly in 
view of the fact that both plans cover employees that are not unionized and others who 
are either not directly employed by the main railways or who are employed through 
subsidiary companies, in some cases jointly owned by C.N.R. and G@rPaRe 


I think it is preferable that the trusteeship be placed in the hands of an 
independent trustee. I also recommend that instead of using the concept of a 
“corporate trustee” embodied in the PBS Act, it would be much better to amend 
that Act to use language similar to that contained in the Income Tax Act, namely, 
that a trustee by defined as a corporation licensed or otherwise authorized under 
the laws of Canada or a province to carry on in Canada the business of offering to 
the public its services as trustee”. I so recommend. 


There is the possibility that one or both of the major railway companies might 
acquire effective control over the trustee, but it should be possible to develop adequate 


safeguards against that eventuality. 
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Part IV 


EVALUATION OF THE PRESENT PLANS AND POSSIBLE 
AMENDMENTS 


I propose to treat a number of items in my terms of reference together in this part 
of my Inquiry. These include: 


The soundness and suitability of the present actuarial methods and bases of 
funding the plans and of possible alternative methods and bases of funding, not- 
withstanding existing statutory requirements; 


The future development of the Canada and Quebec Pension plan benefits and 
liabilities; 


Contributions to the Pension Funds made by employees and employers; 
The trusteeship and administration of Railway Pension Plans and Funds; 


Any matter incidental to or relating to any of the foregoing matters includ- 
ing, without restricting the generality of the foregoing, an actuarial evaluation of 
the long- and short-term implications of the costs and other obligations inherent 
in its findings as these may affect the employees and the employers involved. 


In addition, my Inquiry must now begin to examine the cost-of-living indexing of 
pension benefits. In my judgement, this latter item is the central issue facing my Com- 
mission. It underlies almost every submission made to me during a long and difficult 
Inquiry. 


Under my terms of reference, I was empowered to engage the services of such 
actuaries and other persons necessary to assist me in my Inquiry. For this purpose, I 
engaged the services of Paterson, Cook Limited, compensation and benefit consultants 
and consulting actuaries in the City of Vancouver. As actuaries to the Commission, 
they worked closely with the Pension and Welfare Plans Department of the Canadian 
National Railways and with the Montreal Office of William M. Mercer Limited, actu- 
aries for the C.N.R. Similarly, their studies were based on membership and assets data 
provided by Canadian Pacific Limited and their consulting actuaries, Towers, Perrin, 
Forster and Crosby. In all of this exceedingly large and time consuming task, my actu- 
aries received the utmost assistance of the C.N.R., the C.P.R. and their respective con- 
sulting actuaries. 


As a further complication to their already heavy burden, I asked my actuaries to 
examine the following questions concerning the C.N.R. and the C.P.R. pension plans, 
as possible amendments to those plans: 
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ike What would it cost the C.N.R. and the C.P.R. pension plans to implement a 
cost-of-living adjustment for current pensions? 


2. What would it cost to apply the 2% formula to currently-retired C.N.R. and 
C.P.R. employees? 


Be . What would it cost to increase the level of benefits for widows and survivors 
of pensioners to 60%, 75% and 95% of the entitlement of the pensioner under the 
C.N.R. and the C.P.R. pension plans? 


4. What improvements in the level of benefits for current pensioners can be sup- 
ported by a levy of 1% of existing payrolls, shared equally by current employees and 
the Company under the C.N.R. and the C.P.R. pension plans? 


These questions are not mutually exclusive, but were designed to assist me in 
coming to grips with the vexing and controversial problems associated with the declin- 
ing value of pension benefits in the face of high levels of inflation. 


In order to limit the length of my report, I am including herein only those aspects 
of the more detailed analysis as are necessary to assess my findings and recommenda- 
tions. Those requiring the more detailed actuarial and technical reports may have 
access to them at a later date. 


Of necessity, the C.N.R. and the C.P.R. plans must be examined separately 
although the nature of the analysis is the same in each case. This leads to some dupli- 
cation in the narrative and explanation, but it cannot be avoided. 


C.N.R. Pension Plans 
Analysis of Assets 


This section analizes the present structure of the Pension Trust Fund assets, the 
recent rates of return on the invested assets, and the relative performance of the 


C.N.R. Fund compared with other pension funds. 


To illustrate the relative magnitude of the contributions, income and disburse- 
ments of the Fund, Table I shows the development of the Fund in the year 1974. 
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TABLE I 


DEVELOPMENT OF PENSION TRUST FUND 


Book Value of Fund at December 31, 1973 


Contributions: By Employees 
By C.N.R. 


Investment Income: 


Disbursements: Refunds to Employees 


Pensions Paid 


Book Value of Fund at December 31, 1974 


$ Millions 


1,049.9 


149.8 
61.1 


Note: The values shown above are on an accrual basis; that is, they include 


amounts receivable and benefits payable. 


Table II shows the breakdown of C.N.R. pension fund investments as at Decem- 
ber 31st, 1974 in terms of book values and market values. Over the past four years 
from December 3lst, 1970 to December 31st, 1974, there has been a significant 
increase from a total of 28% to 39% of the book value of the fund committed to com- 
mon stocks and a corresponding reduction in the relative size of bond holdings. 


Bonds 


Stocks 


TABLE II 


BREAKDOWN OF PENSION FUND 
INVESTMENTS BY TYPE 
AT DECEMBER 31, 1974 


Book Value % of Total Market Value 


$ Millions Book Value $ Millions 
a) Sey 31% BS? 
445.9 39% 344.9 


% of Total 


Market Value 


29% 


35% 
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Book Value % of Total Market Value % of Total 
$ Millions Book Value $ Millions Market Value 
Mortgages, © 
Real Estate 
and Short- 
Term Invest- 
ments (at 
Book Value) BA505 30% 345.5 36% 
Total $1,150.2 100% $ 971.6 100% 


The rates of investment return achieved by the C.N.R. Pension Trust Fund in 
recent years are shown below. The yields have been determined on a market value 
basis and recognize realized and unrealized capital gains and losses as well as invest- 
ment income. 


Year Annual Rate of Return 
1970 SONY 
1971 10.92% 
OF 11.83% 
1973 -1.36% 
1974 -6.64% 


The effective yield achieved on the invested assets over the five years from January 
1, 1970 to December 31, 1974 is equivalent to a constant rate of return of 3.45% per 
annum. 


At the time of my Inquiry, my actuaries had not received comparative investment 
performance studies (Wood Gundy or A.G. Becker reports) on the C.N.R. Fund but 
such comparisons as they have made indicate that the C.N.R. Fund has achieved sec- 
ond- and third-quartile results over the last four or five years, varying depending on 
the survey used and the time period chosen. On the basis of these brief comparisons, it 
appears that the recent performance of the C.N.R. Fund has been approximately aver- 
age among pensions funds in Canada. 


Valuation of Assets 


There are several asset valuation methods in current use for pension plan actuar- 
ial valuations. These include, separately and in combination, market value, book value 
(cost of amortized cost), capitalized values based on discounting future anticipated 
and a variety of “write-up” methods for linking asset 
values at the end of a plan year to the value at the end of the preceding year in accord- 
ance with the formula. For the last valuation of the C.N.R. pension plans (December 
31st, 1972) the assets of the Pension Trust Fund were valued at book. 


receipts from the investments, 
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Each asset valuation method can produce reasonable results if used together with 
appropriately corresponding economic assumptions for the valuation of the plan’s lia- 
bilities. For example, if current interest rates are abnormally high, the current assets of 
the plan would be fully valued (full cost or amortized cost) at book but current market 
value would be below book value. In this case, it would be appropriate to assume 
higher future investment returns based on market values than on book, at least for as 
long as the abnormally high interest rates are expected to prevail. Conversely, if mar- 
ket value exceeds book value, it would be logical and appropriate in valuing the liabili- 
ties to use a lower assumption as to future investment returns if the pension plan assets 
are valued at market than if the assets are valued at book. 


Both interest rates and market values of securities are subject to erratic variations 
due to random market fluctuations. It is therefore impossible to be absolutely precise 
in selecting an appropriate combination of asset values and economic assumptions. 
The best one can do is to pick fair and reasonable values based on the most relevant 
data available. 


For the purpose of the C.N.R. valuation and subsequent cost estimates for my 
Inquiry, my actuaries proposed to value the assets using the approximate market value 
of the assets of the C.N. Pension Trust Fund as at December 31st, 1974) adjusted to 
reduce the effect of chance market fluctuations. Consistent with this, in valuing the lia- 
bilities they proposed to use economic assumptions which project current economic 
circumstances for the short term, and more normal circumstances in the longer term. 
The economic assumptions are detailed later in this section of the report. I accept these 
proposals as being fair and reasonable. 


Assets as Reported 
Table III, below, shows the book and market values of assets as at December Sil 


1974 as reported to the commission by C.N.R. Both totals include mortgages, real 
estate and lease-backs actually valued at book. 


TABLE III 


ASSETS AT DECEMBER 31, 1974 


AS REPORTED BY C.N.R. 
Book Value Market Value 
Bonds $358,839,000 $281,191,000 


Stocks 445,865,000 344,903,000 
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Book Value Market Value 

Mortgages (including 

real estate and 

lease-backs) 315,919,000 315,919,000* 
Cash, receivables and 

short-term invest- 

ments 49,448 000 49,448,000 

TOTAL $1,170,07 1,000 $99 1,461,000 
*Book Value in the case of mortgages. 

Mortgage Adjustment 


To adjust the mortgages, real estate and lease-backs to approximate their true 
market value at December 31,74, my actuaries multiplied the book value by 85% 
resulting in an approximate market value of $268,531,000 for these classes of securi- 
ties. The 85% factor was based on information on the relative amounts of each of these 
types of securities and on their average annual rate of return on book value supplied by 
C.N.R. and on the fact that prevailing new mortgage yields at December 31, 1974 were 
in excess of 11'4%. The 85% factor is roughly correct for a mortgage with 10 years 
payments remaining. It understates the true market value for mortgages with fewer 
payments remaining, and vice-versa. 


Trend Line Adjustments 


It was then necessary to adjust the market values at December 31, 1974 to reduce 
the effect of chance market fluctuations in the stock market and in prevailing bond and 
mortgage values. This was accomplished by increasing the market values of bonds, 
stocks and mortgages by 3%, 157% and 5%, respectively. These factors were deter- 
mined by examination of the long-term trend of the Toronto Stock Exchange (TSE) 
Industrial Index and of several indices of bond and mortgage interest rates. This exam- 
ination indicated that the TSE index was below the trend line and interest rates were 
above their trend lines on December 31, 1974. The 3%, 15% and 5% adjustments 
increase in the market values of the respective classes of securities to an approximation 
of the underlying market values at December 31, 1974, without chance market fluctua- 


tions. 


The results of the adjustments are as follows: 


a2 
TABLEIV 


MARKET VALUE OF ASSETS AT DECEMBER 31,1974 


WITH ADJUSTMENTS 
Market Value 
Actual Adjusted for 
Market Value Trend Line 
Bonds $281,191,000 $ 289,626,000 
Stocks 344,903,000 396,638,000 
Mortgages 268,53 1,000* 281,958,000 
Cash, receivables and 
short-term invest- 
ments 49,448 000 49,448,000 
$944,073,000 $1,017,670,000 


* Approximate. 


On the basis of this analysis, I propose to place a value of $/,020,000,000 on the 
assets of the C.N.R. pension trust fund as at December 31, 1974. In my opinion, this is 
a fair and reasonable valuation of the assets and it is consistent with the economic 
assumptions to be used in valuing the liabilities under the C.N.R. pension plan as of 
the same date. This valuation is 8% above market values and 13% below book values 
as at December 31, 1974. 


NOTE: The apparent disparity in asset figures in Tables I, II, II] and IV is not an 
error. It arises from the difference between “assets invested” and ‘assets 
available” for investment, particularly as it pertains to Cash. 


Valuation of Liabilities 


In valuing the liabilities of the C.N.R. pension plans and in preparing cost 
estimates related to possible amendments to the plans, my actuaries emphasized the 
long-term cost implications by using a level contribution actuarial method for all 
cost estimates. They examined alternative short-term funding strategies for only one 
or two of the cost estimates, for comparative purposes. They also took into account 
the whole cost of the benefits and ignored consideration of government subsidies 
towards the cost of part of the benefits. 
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For estimates of the level of benefit to be supported by a given increase in the level 
of contributions, they prepared two estimates, one based on a static work force and the 
other on a declining work force. For all other estimates, they used “closed group”’ val- 
uation based on the benefits and costs for the present group of members, pensioners 
and beneficiaries to determine the estimates of normal cost and unfunded liabilities. 


To remove a degree of arbitrariness from the selection of the appropriate length of 
the amortization period for the unfunded liabilities, they reviewed the financial impact 
of the amortization schedule on the basis of both the static and declining work force 
projections before forming an opinion on the most appropriate amortization schedule. 


It is my opinion that these procedures are both appropriate and practical, consid- 
ering the very long-term nature of the plans, the likelihood of a declining work force in 
the railroad industry and the number of cost estimates prepared. 


Specifically, they used the Entry Age Normal valuation method to determine the 
normal costs and unfunded liabilities. The amortization schedules for the respective 
unfunded liabilities were determined after the unfunded liabilities have been calcu- 
lated, as described above. 


As a test of the reasonableness of this approach, they examined the recommenda- 
tions relating to actuarial methods and funding of both the Commission on Railroad 
Retirement and its Actuarial Advisory Panel in their Report to the President and the 
Congress of the United States of America dated June 30, 1972. This Report discusses, 
in some detail, concepts of actuarial soundness and their application to pension plans 
covering declining work forces in general and the U.S. railroad system in particular. 


The approach taken by my actuaries is consistent in principle with the report of 
the commission on Railroad Retirement and its Actuarial Advisory Panel, with differ- 
ences in detail to reflect the differences between the railroad pension systems of the two 
countries. In particular, Recommendation 10-2(c) reads as follows: 


“(c) In the longer-run, as soon as some degree of normality in the system’s 
finances is restored, a financing plan providing for a more substantial degree of 
actuarial soundness should be adopted. Such a plan should provide for reserves to 
cover the liabilities of the system to present members of the system more fully, 
ideally by a plan for amortization of the accrued unfunded liabilities of the sys- 


tem; e.g., over 30 years.” 
Actuarial Assumptions 


The following comments on actuarial assumptions are divided into two sub-top- 
hic assumptions. Throughout, it was 


ics, economic assumptions and demograp 
ld be charged to the Pension Trust Fund 


assumed that no administrative expenses wou 
but would be borne directly by the Company. 
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Economic Assumptions 
In determining appropriate economic assumptions, my actuaries have been 
guided to some extent by Dr. Deutsch in his Commission of Inquiry Report of Decem- 
ber 27th, 1973 relating to certain railway pension costs, and to some extent by Boyle, 
Brooks-Hill and Paterson’s empirical study of past (1924-1973) Canadian wage 


increases, price increases and rates of returns on bonds and stocks. 


The economic assumptions used are displayed in Table V, below, with compara- 
tive figures taken from the Deutsch Commission Report. 


TABLE V 


ECONOMIC ASSUMPTIONS 


Proposed Economic 


Assumptions Deutsch 
1974 1980 1985 1973 
to to and Assumptions 
1979 1984 Later All Years 
Annual Rate of: 
Increase in Consumer 
Price Index 8% SY’% 3% 3Y’2% 
Increase in Average 
Wage and Salaries 10% T'2 7% 5% 62% 
Return on Pension 
Fund Assets 10% 8S'A% 64% 8% 


Comparisons with Previous Assumptions 


The major difference between these economic assumptions and the Deutsch Com- 
mission assumptions is the reduction in the long-term normal differential between 
average wage and salary increases and price increases for 3% to 2%. I am satisfied that 
the 2% differential is justified on the basis of both past experience and future pro- 
spects. These assumptions attempt to reflect current economic patterns for the next 
few years, gradually modifying into the long-term pattern by 1985. 


35 


For additional comparison, the economic assumptions employed in the valuation 


report on the C.N.R. pension plans as at December 31, 1972 were as follows for 1975 
and all later years: 


Annual Rates of 1975 and later 
Price Increase Not applicable 
Wage and Salary Increase 4% (plus and “additional 


margin” for 1975 and 1976) 


Return on Assets TYA% 


YMPE Projection 


Consistent with the current statute, my actuaries assumed that the Year’s 
Maximum Pensionable Earnings (YMPE) under the Canada Pension Plan will 
increase at the rate of 124% per annum from its current base (1975 - $7,400) 
until it catches up with an index based on the Statistics Canada Industrial 
Composite of average weekly wages and salaries, annualized (June 1975 - $10,563). 
Based on the economic assumptions set-out above, the catch-up will take place in 
1986. Beyond that year, my actuaries assumed annual increases in the YMPE of 
5% per annum, consistent with the economic assumptions noted above. This 
approach is similar to that followed in the Deutsch Commission Report. In the 
December 31, 1972 valuation of the C.N.R. plans, it was assumed that the YMPE 
would increase by 124% per annum until 1980 and thereafter by 4% per annum. 


Demographic Assumptions 


In examining the past actuarial methods and the basis for funding of both the 
C.N.R. and the C.P.R. pension plans, and in responding to the four questions posed by 
me as possible amendments to these plans, my actuaries conducted a thorough analysis 
of the demographic assumptions used in the most recent valuation of the plans. This 
analysis included such important categories as salary increase rates, post-retirement 
and widows mortality rates, disability rates, pre-retirement mortality rates, and 
employee turnover rates. 


In some areas of analysis they endorse the assumptions used in the most recent 
evaluations of the plans; in other areas they propose the adoption of differing demo- 
graphic assumptions, particularly in determining the liabilities and cost estimates 
involved in assessing the impact of possible amendments to the plans. This work is 
extremely important but it is highly technical in nature and I therefore do not intend 
to include it in the body of my report. The results of these studies are available how- 


ever to anyone who wishes them for examination. 


56 


Valuation Results of Cost Extimates for Possible 
Amendments to the C.N.R. Plans 


As indicated earlier, I asked my actuaries to examine the cost implications of four 
questions, as possible amendments to the pension plans. The detailed interpretation of 
these questions is set-out below for the C.N.R. plans. 


1. “What would it cost the Canadian National Railways pension plans to imple- 
ment a cost-of-living adjustment for current pensioners?” 


My actuaries examined the cost of providing an increase effective January 1, 
1975, in a// pensions then in payment to pensioners, survivors and estates. In each 
case, the increase would be the full percentage increase experienced by the Con- 
sumer Price Index (Canada, all items - published by Statistics Canada) from Janu- 
ary | of the year in which the pension commenced to January 1, 1975, adjusted to 
remove duplication of increases already granted. In the case of a pension in pay- 
ment to the spouse of a deceased pensioner, the increase would be from the date of 
retirement of the pensioner. These increases would apply to the entire pension 
payable under the 1959 plan, to the Basic and Service pensions under the 1935 
plan, but not to the money-purchase portion of pensions under the 1935 plan. 


In addition to providing cost information on the single retroactive adjust- 
ment up to January 1, 1975, they prepared cost estimates for providing future 
cost-of-living increases in pensions for pensioners, deferred pensioners, survivors 
anc current active employees. 


These cost estimates were prepared both with and without the changes con- 
sidered in question 2 below. 


2. “What would it cost to apply the 2% formula to currently-retired CN. 
Employees?” For 1959 plan pensioners, the revised pensions were calculated on the 
basis of the final average/best average earnings base now used for active employees and 
a formula of 2% of such earnings for each year of service up to a maximum of 35 
years, less 0.7% of earnings up to the “Average Maximum Pensionable Earnings” for 
each year of active service after January 1, 1966. Each recalculated pension has been 
subjected to the same reduction for contribution deficiencies as applies to active mem- 
bers. 


The 50% pensions were also re-calculated for surviving spouses and estates, 
following the same rules. 


Liabilities for terminated employees currently entitled to deferred pensions 
and current pensioners whose pensions had earlier been deferred were also re-cal- 
culated. 
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For 1935 plan pensioners who were alive on January 1, 1975, all pensions 
were completely re-calculated on the same 2% formula, including survivors’ ben- 
efits, as described above for the 1959 plan pensioners, subject to the same contrib- 
ution deficiency rules, and with additional pension being payable in respect of any 
voluntary contributions which a pensioner made in any year before 1952 in excess 
of 5% of earnings, and in any year after 1951 in excess of the contribution rate 
which applied under the 1959 plan for that year. The re-calculation was applied to 
former deferred pensioners who are now on pension and to spouses of 1935 plan 
pensioners who are now receiving pensions because of the election of a “joint and 
last survivor” pension option. 


They also examined the effect on costs if all 1935 plan members who were 
active members at January 1, 1975 were transferred to the 1959 plan for all years 
of service, subject to the normal contribution deficiency rules. 


3. “What would it cost to increase the level of benefits for widows and survivors of 
pensioners to 60%, 75%, and 95% of the entitlement of the pensioner?“ My actuaries 
examined the cost of providing an increase in the size of the survivor benefits for the 
present level of 50% of the regular pension to 60%, 75%, and 95% of the regular pen- 
sion, to each of the following: 


a) | deceased pensioners’ spouses and estates currently in receipt of 50% 
pensions, 


b) widows, widowers and estates of current pensioners at January 1, 1975, 


c) future widows, widowers and estates of present active members and ter- 
minated employees currently entitles to deferred pensions. 


They examined the cost of providing this increase benefit alone, and also in 
combination with the improvements set forth in question 1, and in question | and 
2 combined. 


There has been no change to the death benefits payable under the pension 
plans in respect of death prior to actual retirement. 


4. “What improvements in the level of benefits for current pensioners can be sup- 
ported by a levy of 1 % of existing payrolls, shared equally by current employees and the 
Company?” This type of improvement might apply instead of, but not in addition to, 
the improvements discussed in questions 1, 2, and 3 above. 


There are various approaches that could be adopted in providing benefit 
vy. The most obvious would be to provide a 
t, as discussed in question | above, for all 
s. The levy of 1% of 


improvements supported by such a le 
retroactive cost-of-living improvemen 
present pensioners, deferred pensioners, spouses and estate 
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existing payrolls would be a permanent one and would apply to the existing pay- 
rolls as they increase or decrease over the years. In other words, it would be a 
permanent levy of 2% of earnings to active members and of 14 % of total payroll 
to the Company. 


Two estimates of the possible benefit improvement were prepared, one based 
on a static workforce, the other ona declining workforce. 


In addition to these possible amendments, my actuaries examined the concept of 
“delayed” cost-of-living indexing. Under this concept, which is in my experience a 
unique innovation in pension plan design, the pensioner (or his spouse or dependents, 
in the case of a survivor’s pension) would asorb the first 25 - 30% of lost purchasing 
power arising from inflation. After that defined or prescribed level of losses, with a 
guarantee to the pension recepient that the real value of the pension would not be 
eroded beyond the prescribed level. 


The main body of results of the actuarial valuation and cost estimates, as at Janu- 
ary Ist, 1975 under the C.N.R. pension plans are set-out in the following pages, these 
results are based on the actuarial methods and assumptions described above and on the 
valuation of assets described earlier. 


The current service costs and accrued liabilities have been determined using the 
“entry age normal” valuation method. Under this method, the total (Company and 
employee) current service costs per active member are determined as a level percentage 
of covered salary from date of entry to date of retirement required to finance all bene- 
fits expected to be paid in respect of the active members. Because under many of the 
estimates, employee contributions may represent a decreasing percentage of covered 
payroll (as employees reach a 35-year limit or $2,500 limit), an adjustment was made 
by deducting the present value of future employee contributions from the present value 
of all future “entry age normal” current service costs and dividing the result by the 
present value of future salaries of the members to obtain a Company cost expressed as 
a level percentage of covered payroll. It should be noted that this is not the method 
employeed by the C.N.R. 


Those familiar with the design and modification of pension plans will appreciate 
the tremendous amount of detailed work required in doing this actuarial valuation and 
in providing the cost estimates for possible amendments to the plan. I am indebted to 
Paterson, Cook Limited for their painstaking, careful and often creative work in this 
regard. 


The analysis led to a number of computer “runs” for alternative benefit formulas 
for the following groups: 


a) Pensioners, deferred pensioners and survivors, 
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b) Active 1959 Plan members, 


c) Active 1935 Plan members. 
Alternative benefit formulas are categorized under four headings: 
a) Benefit formulas not involving cost-of-living adjustments, 
b) Benefit formulas with past cost-of-living adjustments, 
c) Benefit formulas with both past and future cost-of-living adjustments, 
d) Benefit formulas introducing the concept of “delayed indexing”. 


Table VII containsa brief description of the employee data on which the actuarial 
valuation and cost estimates were based. 


Table VI outlines the alternative benefit formulas considered and the respective 
“run” numbers for each combination of benefit formulas. Although my actuaries and I 
have attempted to define our terms as carefully as possible, the reader should make 
certain that the terminology is understood before interpreting the results. 


Appendix 2 contains considerably more detail on the employee data used and 
some observations by my actuaries on the quality of the data and methods used to test 
its reliability. 


Benefit Formulas without Cola Adjustments 


Table VIII presents the valuation results and cost estimates as at January Ist, 
1975 for Runs #1, 2, 3, and 4 without consideration of any possible cost-of-living 
adjustments, other than those already in effect for pensioners and survivors as at that 
date. For example, Run #1 includes the ad hoc increases granted to C.N. Pensioners 
and survivors prior to January Ist, 1975, but not those granted subsequently. 


Run #1 is a summary of the results of an actuarial valuation of the C.N.R. 
pension plans as at January 1, 1975. The principal results of that valuation are an 
unfunded liability of $1,102 million, a funded ratio of 48% and a current service 
contribution rate of 6.20% of covered payroll. If the unfunded liability were to be 
amortized by equal annual payments over a period of 30 years, the resulting annual 
amortization payment would be $98.1 million per annum, in addition to the current 
service contributions in each year. Thus, for 1975, the total payment by the 
Company would amount to $154.0 million which would represent a total of 


17.09% of covered payroll. 
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TABLE VIII 


ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 


WITHOUT COLA ADJUSTMENTS 


(in millions of 
Run #1 
Description of Formulas 
Pensioners, deferred pensioners 
and survivors current 
Active 1959 Plan members current 
Active 1935 Plan members current 
Balance Sheet 
Assets $1,020 
Accrued liabilities Ds \\ 2 
Unfunded liabilities 1,102 
Funded ratio 48% 
Annual amortization 
payment — 30 years $ 98.1 
Current Service 
Contributions for 1975 
Employee $ 43.5 
Company 
—$ bPey) 
— % of covered payroll 6.20% 
Total Company 
Contributions for 1975 
-$ $154.0 
— % of covered payroll 17.09% 


NOTES 


dollars) 
Run #2 Run #3 
original 2% 
current - current 
current current 
$1,020 $1,020 
2,045 PINAL 
1,025 1,191 
50% 46% 
$91.3 $106.17 
$ 43.5 $ 43.5 
55.9 55.9 
6.20% 6.20% 
$147.2 $162.0 
16.33% 17.98% 


Run #4 


2% 
current 


2% 


$1,020 
2,31) 
1305 
43% 


$120.7 


$ 46.7 


59.5 
6.60% 


$180.2 
20.00% 


a) See notes at bottom of Table VI for descriptions of COLA and of the 
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“current”, “original” and “2%” formulas. 


b) The amortization calculation is based on the interest rates described in 


Table V 
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It should be noted that the current service contribution rate as a percentage of 
payroll would remain relatively constant from year to year in the future, but the 
annual amortization payment would represent a decreasing percentage (e.g., 10.89% 
in 1975, 4.33% in 1994 using the declining workforce projections set-out in Table XV 
of covered payroll from year to year and would completely vanish at the end of 30 
years on the basis of the actuarial assumptions adopted. A more detailed analysis of 
the results of Run #1 is contained in Appendix 3. 


Run #2 represents the valuation results if no change were made to the benefit 
formulas for active members of either the 1959 or 1935 plans, but the pensions in pay- 
ment to pensioners and survivors were reduced to the amounts which were originally 
granted to each of them on their respective dates of retirement. The purpose of this 
Run is to indicate the value of the pension adjustments which have been granted up to 
and including January I, 1975. The principal results of Run #2 are an unfunded lia- 
bility of $1,025 million, a funded ratio of 50% annual amortization payments over 30 
years of $91.3 million per annum and current service contributions by the Company of 
6.20% of covered payroll. 


Run #3 represents an estimate of the valuation results if the benefits for pension- 
ers, deferred pensioners and survivors were re-calculated on the 2% formula which is 
currently in effect for 1959 Plan members, subject to the payment by the recipients of 
all ‘‘contribution deficiencies” as required by the 1959 Pension Plan, while the benefit 
formulas for the active members of the 1959 and 1935 plans remain unchanged. The 
principal results of Run #3 are an unfunded liability of $1,191 million, a funded ratio 
of46%, annual amortization payments over 30 years of $106.1 million per annum and 
current service contributions by the Company of 6.20% of covered payroll. 


Run #4 represents the estimated valuation results if the benefits for both the pen- 
sioner, deferred pensioner and survivor groups and the active 1935 Plan members were 
re-calculated using the 2% formula currently in effect for 1959 plan members, subject 
to the same reduction for “contribution deficiencies” as applies to active 1959 Plan 
members. The principal results of Run #4 are an unfunded liability of $1,355 million, 
a funded ratio of 43%, annual amortization payments over 30 years of $120.7 million 
per annum and current service contributions by the Company of 6.60% of covered 


payroll. 
Benefit Formulas with Past Cola Adjustments 


Runs #5, #6 and #7 present the estimated valuation results corresponding to 
Runs #2 through #4, respectively, with one major change. In Runs #5 through 3E 7; 
amounts of pension payable to current pensioners, deferred pensioners and survivors 
have been increased by the fu// percentage increase experienced by the Consumer Price 
index (Canada, all items)from January 1 of the year in which the pension commenced 
to January 1, 1975, reduced, where applicable, by the amount of any ad hoc increases 
already granted up to and including January 1, 1975. In the case of pensions currently 
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being paid to surviving spouses of pensioners, the increase would be from the date of 
commencement of the pension to the retired C.N.R. employee. The results of these 
Runs are summarized in Table IX. 


The principal results of Run #5 are an unfunded liability of $1,284 million, a 
funded ratio of 44%, annual amortization payments over 30 years of $114.3 million 
per annum and current service contributions by the Company of 6.20% of covered 
payroll. 


The principal results of Run #6 are an unfunded liability of $1,561 million, a 
funded ratio of 40%, annual amortization payments over 30 years of $139.0 million 
per annum and current service contributions by the Company of 6.20% of covered 
payroll. 


The principal results of Run #7 are an unfunded liability of $1,725 million, a 
funded ratio of 37%, annual amortization payments over 30 years of $153.6 million 
per annum and current service contributions by the Company of 6.60% of covered 
payroll. 


Benefit Formulas with Past and Future Cola Adjustments 


Runs #8, #9 and #10 present the results corresponding to Runs #2 through 
#4, respectively, with two major changes. First, the pensions payable as at January 1, 
1975 to pensioners, deferred pensioners and survivors have been increased for past 
increases in the Consumer Price Index. In addition, both present and future pensions 
have been assumed to increase in line with future increases in the Consumer Price 
Index, for pensioners, deferred pensioners, survivors and current active employees. 
The results of these Runs are summarized in Table X. 


The principal results of Run #8 are an unfunded liability of $2,493 million, a 
funded ratio of 29%, annual amortization payments over 30 years of $222.0 million 
per annum and current service contributions by the Company of 9.55% of covered 
payroll. 


The principal results of Run #9 are an unfunded liability of $2,937 million, a 
funded ratio of 26%, annual amortization payments over 30 years of $261.6 million 
per annum and current service contributions by the Company of 9.55% of covered 
payroll. 


The principal results of Run #10 are an unfunded liability of $3,204 million, a 
funded ratio of 24%, annual amortization payments over 30 years of $285.3 million 
per annum and current service contributions by the Company of 10.26% of covered 
payroll. 


ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 


TABLE IX 


WITH PAST COLA ADJUSTMENTS 


Description of Formulas 


Pensioners, deferred pensioners 


and survivors 
Active 1959 Plan members 
Active 1935 plan members 


Balance Sheet 


Assets 

Accrued liabilities 

Unfunded liabilities 

Funded ratio 

Annual amortization 
payment — 30 years 


Current Service 
Contributions for 1975 


Employee 
Company 
-$ 
— % of covered payroll 


Total Company 
Contributions for 1975 


-$ 
— % of covered payroll 


NOTES 


a) See notes at bottom of Tabl 


(in millions of dollars) 


Run #5 


original 
current 
current 


$1,020 
2,304 
1,284 
44% 


$114.3 


$ 43.5 


55.9 
6.20% 


$170.2 
18.89% 


“current”, “original” and “2%” formulas. 


b) The amortization calculation is based on the interest rate describe 


Table V. 


c) The “Past” COLA adj 


Run #6 


2% 
current 
current 


$1,020 
2,581 
1,561 
40% 


$139.0 


$ 43.5 


5.9 
6.20% 


$194.9 
21.63% 


Run #7 


2% 
current 
2% 


$1,020 
2,745 
1,725 
37% 


$153.6 


$ 46.7 


59.5 
6.60% 


$213.1 
23.65% 
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e VI for descriptions of COLA and of the 


d in 


ustments do not apply to the active 1959 and 1935 


plan members in Runs #5, #6, and #7. 
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TABLE X 


ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 
WITH PAST AND FUTURE COLA ADJUSTMENTS 
(in millions of dollars) 


Run #8 Run #9 Run #10 

Description of Formulas 
Pensioners, deferred pensioners 

and survivors original 2% L 2% 
Active 1959 Plan members current current current 
Active 1935 Plan members current current 2% 
Balance Sheet 
Assets $1,020 $1,020 $1,020 
Accrued liabilities 33513 3,957 4,224 
Unfunded liabilities 2,493 2,937 3,204 
Funded ratio 29% 26% 24% 
Annual amortization 

payment — 30 years $222.0 $261.6 $285.3 


Current Service Contributions for 1975 


Employee $ 43.5 $ 43.5 $ 46.7 
Company 
-$ $ 86.1 $ 86.1 $92.5 
— % of covered payroll 9.55% 9.55% 10.26% 


Total Company 
Contributions in 1975 


-$ $308.1 $347.7 $377.8 
— % of covered payroll 34.19% 38.58% 41.92% 
NOTES 


a) See notes at bottom of Table VI for descriptions of COLA and of the 
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“current”, “original” and “2%” formulas. 


b) The amortization calculation is based on the interest rates described in 
Table V. 


ce) The sPast COLA adjustments do not apply to the active 1959 and 1935 
plan members in Runs #8, #9, and #10. 
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Benefit Formulas with “Delayed Indexing” 


Runs #11 and #12 represent results corresponding to Runs #9 and #10, 
respectively,.with one major difference. Rather than adopting indexing based on the 
full increase in the Consumer Price Index, these Runs present the results with a varia- 
tion described as “delayed indexing’’. “Delayed indexing” is an innovative concept 
allowing for cost-of-living adjustments to past and future pensions for the full rate of 
past and/or future increases in the Consumer Price Index, in excess of the first 25% 
drop in purchasing power. This is equivalent to providing full indexing on 75% of the 
initial pension at retirement, after the ititial 25% loss. The results of these Runs are 
summarized in Table XI. 


The principal results of Run #11 are an unfunded liability of $2,075 million, a 
funded ratio of 33%, annual amortization payments over 30 years of $184.8 million 
per annum and current service contributions by the Company of 7.01% of covered 
payroll. 


The principal results of run #12 are an unfunded liability of $2,277 million, a 
funded ratio of 31%, annual amortization payments over 30 years of $202.8 million 
per annum and current service contributions by the Company of 7.48% of covered 
payroll. 


Explanation of Funded Ratio 


This term ‘funded ratio” has been used to represent the ratio of the value of the 
assets on hand ($1,020 million) to the accrued liabilities on each of the Runs. The 
funded ratio is a very rough indication of the degree of security of benefits enjoyed by 
plan members. If the plan were actually to be wound up, all benefits under the plan 
would be frozen (based on salaries and cost-of-living increases only up to the date of 
termination) and would presumably become fully vested. In that event, the funded 
ratio would likely be based on market values of assets, and liabilities would be deter- 
mined using a “single premium” valuation method assuming no future salary increases 
and no employee turnover. The resulting funded ratios would likely be considerably 
higher than those presented in the above calculations. 


Cost Estimates for Changes in Survivor Benefits 


In addition to possible changes in benefit formulas and possible changes relating 
to cost-of-living indexing, my actuaries provided estimates of the cost of increasing the 
level of benefits for survivors of pensioners from the present level of 50% of the regular 


pension to 60%, 75% and 95% of the regular pension. 


These estimates contemplated no change to the death benefits payable under the 
pension plans in respect of death prior to actual retirement. 
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TABLE XI 
ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 


WITH “DELAYED INDEXING” 
(in millions of dollars) 


Run #11 Run #12 

Description of Formulas 
Pensioners, deferred pensioners and survivors 2% 2% 
Active 1959 Plan members current current 
Active 1935 Plan members - current 2% 
Balance Sheet 
Assets $1,020 $1,020 
Accrued liabilities 3,095 SPA] 
Unfunded liabilities 2,075 Dp y 
Funded ration 33% 31% 
Annual amortization payment - 30 years $184.8 $202.8 
Current Service Contributions for 1975 
Employee i B85) $ 46.7 
Company 

-$ 63.2 67.4 

- % of covered payroll 7.01% 7.48% 
Total Company Contributions in 1975 

-$ $248.0 

- % of covered payroll 27.52% 


NOTES 


a) See notes at bottom of Table VI for descriptions of COLA and of the 
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“current”, “original” and “2%” formulas. 
b) The amortization calculation is based on the interest rates described in 


Table V. 


The results are presented below for certain “bench mark”’ Runs. The ones chosen 
for this purpose are Runs #1, #4, +9, 4¢:10,-and! 4412 
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Results for 60% Survivor Pensions 


The results for 60% pensions to survivors of pensioners are presented in Table 
XII, 


TABLE XII 


60% SURVIVOR PENSIONS 
ANALYSIS OF RESULTS AS AT JANUARY I, 1975 
(in millions of dollars) 


Run #1 Run #4 Run#5 Run #10 Run F 12 


Balance Sheet 


Assets $1,020 $1,020 $1,020 $1,020 $1,020 
Accrued Liabilities 2,191 2,455 2,382 4,399 3,433 
Unfunded Liabilities NTA 1,435 1,362 3,379 2,413 
Funded Ratio 47% 42% 43% 23% 30% 
Annual Amortization 

Payment - 30 years $104.3 $127.8 $121.3 $300.9 $214.9 


Current Service 
Contributions for 1975 


Employee $¢ 43.5 $ 467 $ 43.5. S$ .460.7 Sogo 
Company 
-$ 57.6 61.4 57.6 95.8 69.8 
- % of covered payroll 6.39% 6.81% 6.39% 10.63% 7.74% 


Total Company 
Contributions in 1975 


-$ $161.9 $189.2 $178.9 $396.7 $284.7 
- % of covered payroll 17.96% 20.99% 19.85% 44.02% 31.59% 
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Results for 75% Survivor Pensions 


The results for 75% pensions to survivors of pensioners are presented in Table 
GUE 


TABLE XIII 


75% SURVIVOR PENSIONS 
ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 
(in millions of dollars) 


Run #1 Run#4 Run#5 Run #10 Run #12 


Balance Sheet 


Assets $1,020 $1,020 $1,020 $1,020 $1,020 
Accrued Liabilities 2,294 2514: 2,499 4,662 3,636 
Unfunded Liabilities 1,274 1,554 1,479 3,642 2,616 
Funded Ratio 44% 40% 41% 22% 28% 
Annual Amortization 

Payment - 30 years Siises $138.4 $131.7 $324.3 $233.0 


Current Service 
Contributions for 1975 


Employee $4359) 3 746.7 7 S$ 548.5) SG Ge 6c] 
Company 
-$ 60.2 64.2 60.2 100.8 73.4 
- % of covered payroll 6.68% WINDY 6.68% 11.18% 8.14% 


Total Company 
Contributions in 1975 


-$ SWS $202.6 $191.9 $425.1 $306.4 
- % of covered payroll 19.27% 22.48% 21.29% 47.17% 34.00% 


Results for 95% Survivor Pensions 
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The results for 95% pensions to survivors of pensioners are presented in Table 


XIV. 


TABLE XIV 


95% SURVIVOR PENSIONS 


ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 


(in millions of dollars) 


Run#1 Run#4 Run#5 Run #10 Run #12 


Balance Sheet 


Assets $1,020 $1,020 $1,020 
Accrued Liabilities 2,431 D133 2,654 
Unfunded Liabilities 1,411 Als 1,634 
Funded Ratio 42% 37% 38% 
Annual Amortization 

Payment - 30 years S12547/ $152.6 $145.5 


Current Service 
Contributions for 1975 


Employee 2743, 5% Sard Os Deaton 
Company 
-$ 63.7 67.9 63.7 
- % of covered payroll 7.07% 7.539% 7.07% 


Total Company 
Contributions in 1975 


-$ $189.4 $ 
- % of covered payroll 21.02% 24.47% 


$1,020 
5,012 
35992 
20% 


$355.5 


$1,020 
3,907 
2,887 
26% 


2571 


$ 46.7 


78.1 
8.67% 


$335.2 
Syelo Ze 
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Explanation of Contribution Deficiencies 
All of the accrued liabilities shown in this Part have been shown net of “‘contrib- 


ution deficiencies”. The approximate amounts of contribution deficiencies taken into 
account for the various Runs were as follows: 


Contribution 
Membership Group Run #’s Deficiencies 
Pensioners, 
deferred pensioners SOS 
and survivors NOs 0, he $31 million 
Active 1959 Plan members all runs ; $35 million 
Active 1935 Plan Members 4 Om $55 million 


Explanation for the Choice of Amortization Schedule 

The choice of an appropriate plan to finance the unfunded liabilities under the 
C.N.R. pension plans is a matter of great importance. As at January 1, 1975 my actuar- 
les estimate that the funded ratio stands below 50% and the unfunded liabities are 
approximately $1.1 billion. 

My terms of reference include the requirement to investigate and report with rec- 
ommendations upon, among other things, the present and possible alternative bases of 
funding, notwithstanding existing statutory requirements. 

As at January 1, 1973, the unfunded liabilities totalled $744.5 million and those 
unfunded liabilities are currently being amortized in accordance with the Pension Ben- 
efits Standards Act (PBSA) Regulations by the following schedule of payments, based 
on interest at the rate of 744% per annum: 

1. $22.04 million per annum to September 30, 2027. 

2. $1.45 million per annum to September 30, 1992. 

3. $5.20 million per annum to September 30, 1992. 

4. $6.61 million per annum to September 30, 1992. 

5. $4.11 million per annum to December 31, 1996. 


6. $1.785 million per annum to September 30, 1992. 


7. $22.91 million per annum to September 30, 1992. 
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According to that schedule, the anticipated unfunded liability as at January 1, 
1975 would be approximately $723 million. This is lower than the unfunded liability of 
$1,102 million shown for Run #1 by $379 million because of three factors: 


1. The net financial experience of the plan during 1973 and 1974 was less fav- 
ourable than had been assumed at December 31, 1972. 


2. _The January 1, 1975 valuation by my actuaries incorporated a number of 
changes in assumptions and in valuation methods which affected the estimate of the 
unfunded liabilities. 


3. The January 1, 1975 liabilities reflect certain improvements in benefits which 
increased the unfunded liabilities. 


Under the PBSA Regulations, the portion of the $379 million due to the first fac- 
tor is classified as an “experience deficiency” and must be amortized by equal annual 
payments over five years, or faster. The portion of the $379 million due to the second 
and third factors is classified as an “initial unfunded liability” and must be amortized 
by equal annual payments to September 30, 1992, or faster. 


As can be seen throughout this Part of my report, my actuaries have not esti- 
mated the costs of financing the unfunded liabilities using “minimum PBSA-type” 
schedules. In their view (and I concur in their judgement in the matter), it must be just 
about impossible for the plan members and their representatives to fully understand 
such a confusing financing schedule and the C.N.R. Board of Directors must also find 
it difficult to understand and carry out their duties relating to the sound financing of 
pension liabilities, beyond mere compliance with minimum legal standards. Of more 
immediate importance is that fact that the “minimum” funding schedule described on 
the last above is not likely, except by sheer accident, to eliminate the gap between the 
assets and the accrued liabilities of the plans. 


A high proportion of the accrued liabilities are rapidly increasing because of a 
high level of increases in wages and salaries. However, most of these accrued liabilities 
are currently being amortized by a fixed series of payments at an interest rate which 
reflects a much lower level of inflation than is impacting on the liabilities. 


As with most financing schedules, the important considerations for a plan for 
financing unfunded pension liabilities are the interest rate or rates, the amortization 


period, and the term. 


If the liabilities are dynamic rather than fixed, the anticipated growth or decline in 
the liabilities for benefits accrued up to the valuation date must be incorporated in the 
financing schedule, either directly or, at least, by offsetting adjustments to the amorti- 
zation interest rate. The unfunded liability is a debt owed to the fund and conservative 
financing requires the use of an amortization interest rate that errs on the high side, 


not the low side. 
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The choice of amortization period is a difficult, and subjective, one. The possible 
choices range from immediate payment of all unfunded liabilities to financing in per- 
petuity (paying interest and unanticipated increases only, to keep the unfunded liabili- 
ties from escalating, but not paying them off). 


Immediate payment of all unfunded liabilities would require a single outlay of 
such magnitude that pension plans would seldom be able to make significant benefit 
improvements for pensioners or older workers in recognition of service prior to the 
date the improvements are adopted. On the other hand, financing in perpetuity seems 
somewhat undisciplined and imprudent considering the nature of the obligations and 
the many uncertainties involved, and would not reduce the annual amortization pay- 
ment significantly below the level required for a 50-year amortization period. 


In the view of my actuaries, considering the stature of the Canadian National 
Railways and the magnitude of the unfunded liabilities, an amortization period of 30 
to 50 years would be appropriate. However, in view of the declining workforce and the 
uncertain prospects for the railroad in the 21st century, they are inclined to favour the 
lower end of this range and recommend an amortization period of 30 years. 1 concur 
with their recommendation. 


It should be stressed that the term of the amortization schedule should not be 
allowed to exceed three years. In other words, the interest rate applicable to the amorti- 
zation payments should be re-assessed frequently, particularly if inflation continues at 
its current high levels, or increases further. 


In arriving at the recommended 30-year amortization schedules, they analyzed a 
number of alternative amortization periods for some of the various runs. This analysis 
is Shown in Table XV. 


It should be noted that the level annual amortization payments with respect to the 
unfunded liabilities represent a reducing percentage of covered payroll in future years. 
For the year 1994, Table XV shows the percentage of covered payroll on two bases: (a) 
a static workforce (and increasing payroll) projection; and (b) a declining workforce 
(but still an increasing payroll) projection. In case (b), the workforce has been assumed 
to decline by 2% per annum, compounded, from 1975 to 2000, inclusive, remaining 
constant in size thereafter. 


Benefits from a Levy of 1% of Payrolls 


In addition to estimating the costs of possible benefit improvements shown above, 
I asked my actuaries to provide estimates of certain improvements for current pension- 
ers and possibly also to current active members which could be supported by a levy of 
1% of existing payrolls, shared equally by current employees and the Company. 


AD 
TABLE XV 
ALTERNATIVE AMORTIZATION PAYMENTS 


WITH RESPECT TO THE UNFUNDED LIABILITES 
(in millions of dollars and percentage of covered payroll) 


Run #1 Run#4 Run#5 Run#10 Run #12 


level payments - 20 years 


-$ $114.8 $141.2 $133.8 $333.9 $237.3 
- % in 1975 12.74% 15.67% 14.85% 37.05% 26.33% 
- J in 1994 
(a) static work- 
force 3.38% 4.16% 3.94% 9.84% 6.99% 
(b) declining 
workforce 5.07% 6.23% 5.90% 14.74% 10.47% 
level payments - 30 years 
-$ My Okey $120.7 $114.3 $285.3 $202.8 
- % in 1975 10.89% 13.39% 12.68% 31.66% 22.50% 
- J in 1994 
(a) static work- 
force 2.89% 3.56% Sovieg 8.41% 5.98% 
(b) — declining 
workforce 4.33% OIG 5.04% 12.59% 8.95% 
level payments - 40 years 
-$ SOT $112.0 $106.1 $264.8 $188.2 
- % in 1975 10.11% 12.43% 11.77% 29.38% 20.88% 
- J in 1994 
(a) static work- 
force 2.68% 3.30% 3.13% 7.80% Sa 
(b) declining 
workforce 4.02% 4.94% 468% 11.69% 8.31% 
level payments - 50 years 
-$ Sie Sia $107.9 $102.2 $255.0 $181.3 
= 9% in 1979 9.73% 11.97% 11.34% 8.30% 20.12% 
- J in 1994 
(a) static work- 
force 2.58% 318% 3.01% 7.51% 5.34% 
(b) — declining 
workforce 3.87% 4.76% 4.51% U25&% 8.00% 


ased on the interest rates noted in Table V. 


NOTE: The amortization payments are b 
assumed to increase at the average wage 


Average wages and salaries have been 
and salary increase rates noted in Table V. 
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More specifically, I requested them to determine whether such a levy would be 
sufficient to provide for a full “past COLA adjustment” for current pensioners, defer- 
red pensioners and survivors. I asked that if the levy were not sufficient to provide the 
full past COLA adjustment for current pensioners, deferred pensioners and widows, 
that they examine two alternatives: 


a) provision of a uniform percentage (e.g., 70%) of the full increase or, 


b) provision of full cost-of-living increases in excess of the first X% (e.g., 
25%) drop in purchasing power. 


I also asked that if the levy were more than sufficient to provide the full retroac- 
tive cost-of-living increase for present pensioners and widows, to determine what level 
of future cost-of-living increase might be provided for current and future pensioners 
and beneficiaries from the portion of the levy not required for the “past COLA adjust- 
ment” to current pensioners, deferred pensioners and widows. 


Their calculations were based on a permanent levy of 4% of earnings to active 
members and 2% of total covered payroll to the Company in each year commencing 
with 1975. 


Results of Calculations 


They presented two estimates of these benefit improvements - one based on a 
static workforce, the other on a declining workforce. For the declining workforce cal- 
culations, the workforce has been assumed to decline by 2% per annum compounded, 
from 1975 to 2000, inclusive, remaining constant in size thereafter. 


These estimates relate to cost-of-living adjustments on/y. They do not consider any 
change in the benefit formula for pensioners and survivors, nor for 1935 Plan members. 


1. Static workforce results. On the basis of the static workforce projections, it 
would be possible to provide either: 


a) the full “past COLA adjustments‘ for current pensioners, deferred pen- 
sioners and surviving spouses plus 29% of the full “future COLA adjustments” 
for current pensioners and beneficiaries and current active plan members, or 


b) the full cost-of-living increases in excess of the first 30% drop in pur- 
chasing power (“delayed COLA”’) for current pensioners and beneficiaries and 
current active plan members. 


2. Declining workforce results. On the basis of the declining workforce projec- 
tions, it would be possible to provide either: 


TE 


a) the full “past COLA adjustments” for current pensioners, deferred pen- 


sioners and surviving spouses plus 15% of the full “future COLA adjustments” 
for current pensioners and members, or 


b) the full cost-of-living adjustments in excess of the first 35% drop in pur- 
chasing power (“delayed COLA”) for current pensioners and beneficiaries and 
current active plan members. 


In order to maintain these improved benefit provisions for future new entrants to 
the plans, the current service contribution rate for new entrants would change over the 
next 30 to 40 years, by varying amounts, depending on which of the options may be 
adopted. For the options shown here, the increase in the current service contribution 
rate for new entrants required to maintain the improved benefits would be re/atively 
small and would be more than offset by the decrease in the rate for new entrants due to 
integration with the Canada Pension Plan for all years of service. 


The idea of benefit improvements, particularly for current pensioners, deferred 
pensioners and surviving spouses, based upon this kind of levy is an interesting concept 
and I shall be developing it further at a later stage in my report. 


Sensitivity Tests 


A great deal of judgement goes into the selection of actuarial methods, assumed 
rates of retirement, and economic assumptions for valuation and cost-estimating pur- 
poses. The objective always is to select methods and formulate assumptions in a fair 
and reasonable manner, using the best data and information available. 


Nevertheless, different actuaries do make different judgements (the discipline is an 
art, not a science) and it is therefore of interest to look at a range of methods and 
assumptions. My actuaries performed a number of calculations to “‘test’”’ the sensitivity 
of their results to certain changes in benefit and contribution limits, actuarial method, 
assumed rates of retirement, and economic assumptions. The results of these sensitiv- 


ity tests are presented in Appendix 4. 


These sensitivity studies test the results of 8 changes in methods and assumptions 
and while I have not included them in the main body of my report, the following 
extract concerning a reasonable range of results is important. 


Extract from Appendix 4 


In our view (Paterson, Cook limited), it would be quite reasonable and appropri- 
ate for the Company to follow a funding pattern based on actuarial assumptions differ- 
ent from those on which our main body of valuation results and cost estimates have 
been prepared. There may be differences of professional opinion as to appropriate 


78 


assumptions and methods, and the Company may well choose to adopt a greater 
degree of conservatism than that which we used for the presentation of results to the 
Commission of Inquiry. 


Based on the sensitivity results in this Section of the report, it would seem to us 
that there is a fairly wide range of reasonable estimates which could be followed for 
funding purposes. For example, for Run #1, Run #4 and Run #10, the following 
might be considered a reasonable range of results for funding purposes: 


Run #1 Run #4 Run #10 
(in millions of dollars) 


Balance Sheet 


Assets $1,020 $1,020 $1,020 
Accrued Liabilities $2,100 - $2,300 $2,300 - $2,600 $4,100 - $5,000 
Unfunded Liabilities 1,080 - 1,280 1,280 - 1,580 3,080 - 3,980 
Funded Ratio 49% - 44% 44% - 39% 25% - 20% 
Annual Amortization 

Payment - 30 years $94 - $111 $111 - $137 $268 - $346 


Current Service Con- 
tributions for 1975 


Employee $43.5 $46.7 $46.7 
Company 

-$ $54 - $72 $58 - $77 $90 - $126 

- % of covered payroll 6.0% - 8.0% 6.4% - 8.5% 10.0% - 14.0% 


Total Company Con- 
tributions for 1975 


-$ $148 - $183 $169 - $214 $358 - $472 
- J of covered payroll 16.4% - 20.3% 18.8% - 23.7% 39.7% - 52.4% 


C.P.R. Pension Plan 


As indicated earlier, this part of my report must of necessity duplicate much of 
the narrative and explanation just completed. 
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Analysis of Assets 
This section analizes the present structure of the Pension Trust Fund assets, the 
recent rates of return on the invested assets, and the relative performance of the Cana- 


dian Pacific Limited Fund compared with other pension funds. 


To illustrate the relative magnitude of the contributions, income and disburse- 
ments of the Fund, Table XVI shows the development of the Fund in the year 1974. 


TABLE XVI 


DEVELOPMENT OF PENSION TRUST FUND 


$ Millions 
Book Value of Fund at December 31, 1973 $652.3 
Contributions: By Employees 22.8 
By C.P.R. 52.4 ee. 
Investment Income: 36.2 
Disbursements: Refunds to 
Employees SK) 
Pensions Paid 52.4 
Administration 2 (56.8) 
Net change in amounts transferable to the 
Pension Funds 2 
Book Value of Fund at December 31, 1974 $707.1 


NOTE: The values shown above are on an accrual basis; that is, they include amounts 
receivable and benefits payable. 
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Table XVII shows the breakdown of C.P.R. Pension Trust Fund assets as at 
December 31, 1974, by major asset category in terms of book value and market values. 


TABLE XVII 


BREAKDOWN OF PENSION FUND 
INVESTMENTS BY TYPE 
AT DECEMBER 31, 1974 


Book Value % of Total Market Value 
$ Millions Book Value $ Millions 
Bonds $3771 53% $284.7 
Stocks 238.1 34% 206.0 
Mortgages (at 
book value) 42.9 6% 42.9 
Short-Term 
Investments 
and Cash 47.9 1% 47.9 
TOMA $706.0 100% $581.5 


% of Total 


Market Value 


49% 


36% 


7% 


8% 


100% 


The rates of investment return achieved by the Pension Trust Fund in recent 
years are shown below. The yields have been determined on a market value basis and 
recognize realized and unrealized capital gains and losses as well as investment 


income. 


Year 


1970 
1971 
72 
1973 
1974 


Annual Rate of Return 


10.91% 
12.30% 
14.93% 
0.17% 
—10.37% 
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The effective yield achieved on the invested assets over the five years from January 


1, 1970 to December 31, 1974 is equivalent to a constant rate of return of 5.04% per 
annum. 


The comparative investment performance study produced by A.G. Becker 
(Canada) Limited indicates that the Canadian Pacific Limited Fund has achieved 
results over the last four or five years which are at the first quartile level of all funds 
included in their study, depending on the time period chosen. 


Valuation of Assets 


There are several asset valuation methods in current use for pension plan actuar- 
ial valuations. These include, separately and in combination, market value, book value 
(cost or amortized cost), capitalized values based on discounting future anticipated 
receipts from the investments, and a variety of ‘write-up’ methods for linking asset 
values at the end of a plan year to the value at the end of the preceding year in accord- 
ance with a formula. For the last valuation of the Canadian Pacific Limited Pension 
Plan, the assets of the Pension Trust Fund were valued using a “write-up”’ method to 
value equity investments and a discounting of future anticipated receipts to value fixed 
income investments. 


Each asset valuation method can produce reasonable results if used together with 
appropriately corresponding economic assumptions for the valuation of the plan’s lia- 
bilities. For example, if current interest rates are abnormally high, the current assets of 
the plan would be fully valued (full cost or amortized cost) at book but current market 
value would be below book value. In this case, it would be appropriate to assume 
higher future investment returns based on market values than on book, at least for as 
long as the abnormally high interest rates are expected to prevail. Conversely, if mar- 
ket value exceeds book value, it would be logical and appropriate in valuing the liabili- 
ties to use a lower assumption as to future investment returns if the pension plan assets 
are valued at market than if the assets are valued at book. 


Both interest rates and market values of securities are subject to erratic variations 
due to random market fluctuations. It is therefore impossible to be absolutely precise 
in selecting an appropriate combination of asset values and economic assumptions. 
The best one can do is to pick fair and reasonable values based on the most relevant 


data available. 


For the purpose of the Canadian Pacific Limited valuation and cost estimates for 
my Inquiry, my actuaries proposed to value the assets using the approximate market 
value of the assets of the Canadian Pacific Limited Trust Fund as at December 31, 
1974, adjusted to reduce the effect of chance market fluctuations. Consistent with this, 
in valuing the liabilities they propose to use economic assumptions which project cur- 
rent economic circumstances for the short term, and more normal circumstances in 
the longer term. The economic assumptions are detailed later in this Part of the report. 


I accept these proposals as being fair and reasonable. 


82 
Assets as Reported 
Table XVIII shows the book and market values of assets as at December 31, 1974 


as reported to the Commission by Canadian Pacific Limited. Both totals include mort- 
gages actually valued at book. 


TABLE XVIII 


ASSETS AT DECEMBER 31, 1974 


AS REPORTED BY C.P.R. 

Book Value ~ Market Value 
Bonds $377,140,000 $284,687,000 
Stocks 238,107,000 205,980,000 
Mortgages 42,906,000 42,906,000 

Short-term investments and 

cash, net receivables, 
and payables 48,923,000 48,923,000 
$707,076,000 $582,496,000 
Mortgage Adjustment 


To adjust the mortgages to approximate their true market value at December 31, 
1974, my actuaries multiplied the book value by 90% resulting in an approximate mar- 
ket value of $38,615,000 for the mortgage portion of the portfolio. The 90% factor was 
based on the average annual rate of return on book value, the average duration to 
maturity and on the fact that prevailing new mortgage yields at December 31, 1974 
were in excess of 1112%. 


Trend Line Adjustments 


It was then necessary to adjust the market values at December 31, 1974 to reduce 
the effect of chance market fluctuations in the stock market and in prevailing bond and 
mortgage values. This was accomplished by increasing the market values of bonds, 
stocks, and mortgages by 3%, 15%, and 5%, respectively. These factors were deter- 
mined by examination of the long-term trend of the Toronto Stock Exchange (TSE) 
Industrial Index and of several indices of bond and mortgage interest rates. Our exami- 
nation indicated that the TSE index was below the trend line and interest rates were 
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above their trend lines on December 31, 1974. The 3%, 15%, and 5% adjustments 
increase the market values of the respective classes of securities to an approximation of 
the underlying market values at December 31, 1974, without chance market fluctua- 


tions. 
The results of the adjustments are as follows: 


TABLE XIX 


MARKET VALUE OF ASSETS AT DECEMBER 31, 1974 


WITH ADJUSTMENTS 
Market Value 
Actual Adjusted for 
Market Value Trend Line 
Bonds $284,687,000 $293,228,000 
Stocks 205,980,000 236,877,000 
Mortgages 38,615,000* 40,546,000 
Short-term investments and 
cash, net receivables, 
and payables 48,923,000 48,923,000 


$578,205,000 $619,574,000 


* Approximate. 


On the basis of this analysis, I propose to place a value of $620,000,000 on the 
assets of the Canadian Pacific Limited Pension Trust Fund as at December 31, 1974. 
In my opinion, this is a fair and reasonable valuation of the assets for theae purposes, 
and it is consistent with the economic assumptions to be used in valuing the liabilities 
under the Canadian Pacific Limited Pension Plan as of the same date. This valuation is 


7% above market values and 12% below book values as at December 31, 1974. 


Valuation of Liabilities 


ies of the C.P.R. plan and preparing cost estimates, my 
plications by using a level contribution 
They examined alternative short-term 
f the cost estimates, for comparison 


In valuing the liabilit 
actuaries emphasized the long-term cost im 
actuarial method for all cost estimates. 
funding strategies for only one or two 0 
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purposes. They also took into account the whole cost of the benefits and ignore, for 
purposes of the cost estimates, possible consideration of a government subsidy 
towards the cost of part of the benefits. 


For estimates of the level of benefits to be supported by a given increase in the 
level of contributions, they prepared two estimates, one based on a static workforce 
and the other on a declining workforce. For all other estimates, they used a “‘closed 
group” valuation based on the benefits and costs for the present group of members, 
pensioners and beneficiaries to determine the estimates of normal cost and unfunded 
liabilities. 


To remove a degree of arbitrariness from the selection of the appropriate length of 
the amortization period for the unfunded liabilities, they reviewed the financial impact 
of the amortization schedule on the basis of both the static and declining work force 
prejections before forming an opinion on the most appropriate amortization schedule. 


It is my opinion that these procedures are both appropriate and practical, consid- 
ering the very long-term nature of the plan, the liklihood of a declining workforce in 
the railroad industry and the number of cost estimates prepared. 


Specifically, they used the Entry Age Normal valuation method to determine the 
normal costs and unfunded liabilities. The amortization schedules for the respective 
unfunded liabilities would be determined after the unfunded liabilities have been calcu- 
lated, as described above. 


As a test of the reasonableness of our proposed approach they examined the rec- 
ommendations relating to actuarial methods and funding of both the Commission on 
Railroad Retirement and its Actuarial Advisory Panel in their Report to the President 
and the Congress of the United States of America dated June 30, 1972. This report 
discusses, in some detail, concepts of actuarial soundness and their application to pen- 
sion plans covering declining work forces in general and the U‘S. railroad system in 
particular. 


The approach taken by my actuaries is consistent in principle with the report of 
the Commission on Railroad Retirement and its Actuarial Advisory Panel, with differ- 
ence in detail to reflect the differences between the railroad pension systems of the two 
countries.In particular, Recommendation 10-2(c) reads as follows: 


“(c) In the longer-run, as soon as some degree of normality in the system’s 
finances is restored, a financing plan providing for a more substantial degree of 
actuarial soundness should be adopted. Such a plan should provide for reserves to 
cover the liabilities of the system to present members of the system more fully, 
ideally by a plan for amortization of the accrued unfunded liabilities of the SyS- 
tem; e.g., over 30 years.” 
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Actuarial Assumptions 


The following comments on actuarial assumptions are divided into two sub-top- 
ics, economic assumptions and demographic assumptions. 


Economic Assumptions 


In determining appropriate economic assumptions, my actuaries have been 
guided to some extent by Dr. Deutsch’s analysis of future economic circumstances, 
and to some extent by Boyle, Brooks-Hill and Paterson’s empirical study of past (1924- 
1973) Canadian wage increases, price increases and rates of returns on bonds and 
stocks discussed in Appendix D. They have also consulted a number of other economic 
studies and have reviewed more current statistics taken from Statistics Canada’s CAN- 
SIM Socio-Economic data base. 


The economic assumptions used are displayed in Table XX with comparative 
figures taken from the Deutsch Commission Report. 


TABLE XX 


ECONOMIC ASSUMPTIONS 


Proposed Economic 


Assumptions Deutsch 
1975 1980 1985 1973 
to to and Assumptions 
1979 1984 Later All Years 
Annual Rate of: 
Increase in Consumer 
Price Index 8% 514% 3% 3% % 
Increase in Average ae 
Wages and Salaries 10% T’% 5% 62 % 
Return of Pension F 
Fund Assets 10% 812% 64% 8% 


Comparisons with Previous Assumptions 


se proposed economic assumptions and the 


The major difference between the 
reduction in the long-term normal differential 


Deutsch Commission assumptions is the 
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between average wage and salary increases and price increases from 3% to 2%. I am 
satisfied that the 2% differential is justified on the basis of both past experience and 
future prospect. These assumptions attempted to reflect current economic patterns for 
the next few years, gradually modifying into the long-term pattern by 1985. 

For additional comparison, the economic assumptions employed in the valuation 
report on the Canadian Pacific Limited Pension Plan as at December 31, 1972 were as 
follows: 

Annual Rates of: 


Price Increase Not applicable 


General Wage and 


Salary Increase 444% 
Return on Assets 612% 
YMPE Projection 


Consistent with the current statute, my actuaries assumed that the Year’s Maxi- 
mum Pensionable Earnings (YMPE) under the Canada Pension Plan will increase at 
the rate of 122% per annum from its current base (1975 - $7,400) until it catches up 
with an index on the Statistics Canada Industrial Composite of average weekly wages 
and salaries, annualized (June 1975 $10,563). Based on the economic assumptions set- 
out above, the catch-up will take place in 1986. Beyond that year, my actuaries 
assumed annual increases in the YMPE of 5% per annum consistent with the eco- 
nomic assumptions noted above. This approach is similar to that followed in the 
Deutsch Commission Report. In the December 31, 1972 valuation of the Canadian 
Pacific Limited Pension Plan, it was assumed that the YMPE would increase by 
124% per annum until 1979 and thereafter by 414% per annum. 


In addition to the foregoing economic assumptions, they assumed that adminis- 
trative expenses of 5% of employee contributions will be charged to the Pension Trust 
Fund each year. 


Demographic Assumptions 


As outlined earlier in this report, in examining the past actuarial methods and the 
basis for funding of both the C.N.R. and the C.P.R. pension plans, and in responding 
to the four questions posed by me as possible amendments to these plans, my actuaries 
conducted a thorough analysis of the demographic assumptions used in the most 
recent valuation of the plans. This analysis included such important categories as sal- 
ary increase rates, post-retirement mortality rates, and employee turnover rates. 
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In some areas of analysis they endorse the assumptions used in the most recent 
evaluations of the plans; in other areas they propose the adoption of differing demo- 
graphic assumptions, particularly in determining the liabilities and cost estimates 
involved in assessing the impact of possible amendments to the plans. This work is 
extremely important but it is highly technical in nature and I therefore do not intend 
to include it in the body of my report. The results of these studies are available how- 
ever to anyone who wishes them for examination. 


Valuation Results and Cost Estimates for Possible 
Amendments to the C.P.R. Plan 


I asked my actuaries to estimate the cost implications of four questions, as possi- 
ble amendments to the pension plan. The detailed interpretation of these questions is 
set-out below for the C.P.R. plan. (This description is essentially the same as that con- 
tained from pages IV17 to IV-20, modified as appropriate to reflect differences between 
the C.N.R. and the C.P.R. plans.) 


1. “What would it cost the Canadian Pacific Limited Pension Plan to implement 
a cost-of-living adjustment for current pensioners?” 


My actuaries examined the cost of providing an increase, effective January 1, 
1975, in a// pensions then in payment to pensioners, survivors and estates. In each 
case, the increase would be the full percentage increase experienced by the Con- 
sumer Price Index (Canada, all items — published by Statistics Canada) from Jan- 
uary 1 of the year in which the pension commenced to January 1, 1975, adjusted 
to remove duplication of increases already granted. In the case of a pension in 
payment to the spouse of a deceased pensioner, the increase would be from the 
date of retirement of the pensioner. 


In addition to providing cost information on the single retroactive adjust- 
ment up to January 1, 1975, they prepared cost estimates for providing future 
cost-of-living increases in pensions for pensioners, deferred pensioners, survivors 
and current active employees. 


These cost estimates were prepared both with and without the changes con- 


sidered in question 2 below. 


2. “What would it cost to apply the 2% formula to currently-retired Canadian 
os? The revised pensicns have been calculated on the basis of 
earnings base now used for active employees and a for- 
active employees and a formula of 2% of 


Pacific Limited employe 
the final average/best average 
mula of 2% of such earnings now used for 
such earnings for each year of service up to 
ings up to the “Average Maximum Pensionable E 
ice after January 1, 1966. 


4 maximum of 35 years, less 0.7% of earn- 
arnings” for each year of active serv- 
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The 50% pensions were also re-calculated for spouses and estates, following 
the same rules. 


Liabilities for terminated employees currently entitled to deferred pensions 
and current pensioners whose pensions had earlier been deferred were also re-cal- 
culated. 


3. “What would it cost to increase the leyel of benefits for widows and survivors of 
pensioners to 60%, 75% and 95% of the entitlement of the pensioner?” The Canadian 
Pacific Limited Pension Plan now provides for survivor benefits to eligible widows and 
dependent widowers in the event of the death of a pensioner or any employee. My 
actuaries examined the cost of providing, for deaths which occur on or after January 1, 
1975, benefits to surviving spouses rather than only to widows and dependent widow- 
ers, 


They then examined the cost of providing an increase in the size of the survi- 
vor benefits from the present level of 50% of the regular pension to 60%, 75% 
and 95% of the regular pension, to each of the following: 


a) deceased pensioners’ widows, widowers and estates currently in receipt 
of 50% pensions 


b) widows, widowers and estates of current pensioners at January 1, 1975 


c) future widows, widowers and estates of present active members and ter- 
minated employees currently entitled to deferred pensions. 


They examined the cost of providing this increased benefit alone, and also in 
combination with the improvements set forth in question 1, and in questions | 
and 2 combined. 


They have not examined any changes to the death benefits payable under the 
Pension Plan in respect of death prior to actual retirement other than applying the 
benefit equally to widows and widowers. 


They also examined the cost of removing the ‘“re-marriage clause” with 
respect to survivor benefits. 


4. “What improvements in the level of benefits for current pensioners can be sup- 
ported by a levy of 1% of existing payrolls, shared equally by current employees and the 
Company?” This type of improvement might apply instead of, but not in addition to, 
the improvements discussed in questions 1, 2, and 3 above. 


There are various approaches that could be adopted in providing benefit 
improvements supported by such a levy. The most obvious would be to provide a 
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retroactive cost-of-living improvement, as discussed in question 1 above, for all 
present pensioners, deferred pensioners, spouses and estates. The levy of 1% of 
existing payrolls would be a permanent one and would apply to the existing pay- 
rolls as they increase or decrease over the years. In other words, it would be a 
permanent levy of 12% of earnings to active members and 12% of the total pay- 
roll to the Company. 


Two estimates of this possible benefit improvement were prepared, one based 
on a Static workforce, the other on a declining workforce. 


In addition to these possible amendments, my actuaries examined the concept of 
“delayed”’ cost-of-living indexing. Under this concept, which is in my experience a 
unique innovation in pension plan design, the pensioner (or his spouse or dependents, 
in the case of a survivor’s pension) would absorb the first 25 - 30% of lost purchasing 
power arising from inflation. After that defined or prescribed level of loss, the pension 
plan would absorb all future losses, with a guarantee to the pension recepient that the 
real value of the pension would not be eroded beyond the prescribed level. 


The main body of results of the actuarial valuation and cost estimates, as at Janu- 
ary Ist, 1975 under the C.P.R. pension plan are set-out in the following pages. These 
results are based on the actuarial methods and assumptions described above and on the 
valuation of assets described earlier. 


The analysis led to a number of computer “runs” for alternative benefit formulas 
for the following groups: 


a) Pensioners, deferred pensioners and survivors, 


b) Active Plan members. 


For comparative purposes, Runs #3, 4, 5, 6, 7, and 8 of this analysis are equiva- 
lent to Runs #4, 5, 7, 8, 10, and 12 in the C.N.R. analysis. The descriptions of alterna- 
tive benefit formulas provided in Table VI apply with appropriate amendments, to the 
analysis of the C.P.R. plan. 


Table XXI contains a brief description of the employee data which the valuation 
and cost estimates were based. Appendix 5 contains considerably more detail on the 
employee data used and some observations by my actuaries on the quality of the data 


and methods used to test its reliability. 


Table XXII outlines the alternative benefit formulas considered and the respective 
“run” numbers for each combination of benefit formulas. The reader should make cer- 
tain that the terminology is understood before interpreting the results. 
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Benefit Formulas without Cola Adjustments 


Table XXIII presents the valuation results and cost estimates as at January Ist, 
1975 for Runs #1, 2, and 3 without consideration of any possible cost-of-living adjust- 
ments. 


Run #1 is a summary of the results of an actuarial valuation of the Canadian 
Pacific Limited Pension Plan as at January 1, 1975 The principal results of that valua- 
tion are an unfunded liability of $763 million, a funded ratio of 45% and a current 
service contribution rate of 5.08% of covered payroll. If the unfunded liability were to 
be amortized by equal annual payments over a period of 30 years, the resulting annual 
amortization payment would be $67.9 million per annum, in addition to the current 
service contributions in each year. Thus, for 1975, the total payment by the Company 
would amount to $93.9 million which would represent a total of 18.33% of covered 
payroll. 


The current service contribution rate as a percentage of payroll would remain rel- 
atively constant from year to year in the future but the annual amortization payment 
would represent a decreasing percentage (e.g., 13.25% in 1975, 5.27% in 1994 using 
declining workforce projections) of covered payroll from year to year and would com- 
pletely vanish at the end of 30 years on the basis of the actuarial assumptions adopted. 
A more detailed analysis of the results of Run #1 is contained in Appendix 6. 


Run #2 represents the valuation results if no change were made to the benefit 
formulas for active members but the pension in payment to pensioners and survivors 
were reduced to the amounts which were originally granted to each of them on their 
respective dates of retirement. The purpose of this Run is to indicate the value of the 
pension adjustments which have been granted up to and including January 1, 1975. The 
principal results of Run #2 are an unfunded liability of $746 million, a funded ratio of 
45%, annual amortization payments over 30 years of $66.4 million per annum and 
current service contributions by the Company of 5.08% of covered payroll. 


Run #3 represents an estimate of the valuation results if the benefits for pension- 
ers, deferred pensioners and survivors were re-calculated on the 2% formula which is 
currently in effect for active Plan members. The principal results of Run #3 are an 
unfunded liability of $891 million, a funded ration of 41%, annual amortization pay- 
ments over 30 years of $79.3 million per annum and current service contributions by 
the Company of 5.08% of covered payroll. 


Benefit Formulas with Past Cola Adjustments 


Runs #4 and #5 present the estimated valuation results corresponding to Runs 
#2 and #3, respectively, with one major change. In Runs #4 and #5, amounts of 
pension, as determined by the applicable formula, payable to current pensioners, defer- 
red pensioners and survivors have been increased by the full percentage increase experi- 
enced by the Consumer Price Index (Canada, all items) from January 1 of the year in 


TABLE XXIII 


ANALYSIS OF RESULTS AS AT JANUARY I, 1975 
WITHOUT COLA ADJUSTMENTS 
(in millions of dollars) 


Run #1 Run #2 Run #3 


Description of Formulas 


Pensioners,deferred pensioners and survivors current original 2% 
Active Plan members current current current 


Balance Sheet 


Assets $ 620 $ 620 $ 620 
Accrued liabilities 1,383 1,366 iesy) ih 
Unfunded liabilities 763 746 891 
Funded ratio 45% 45% 41% 
Annual amortization payment — 30 years Ny (Oe, $ 66.4 Sa 793 


Current Service Contributions for 1975 


Employee Sees i IR) $2312 
Company 
—$ 26.0 26.0 26.0 
— % of covered payroll 5.08% 5.08% 5.08% 


Total Company Contributions for 1975 


=3%5 $939 $0 92465) S105.2 
— % of covered payroll 18.33% 18.04% 20.56% 
NOTES 


a) See notes at bottom of Table XXII for descriptions of COLA and of the 
“current”, “original” and “2%” formulas. 


b) The amortization calculation is based on the interest rates described 


earlier. 


which the pension commenced to January 1, 1975 In the case of pensions currently 
pensioners, the increase would be from the date of 


being paid to surviving spouses of db 
3 : d Canadian Pacific Limited employee. The 


commencement of the pension to the retire 
results of these Runs are summarized in Table XXIV. 
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TABLE XXIV 


ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 
WITH PAST COLA ADJUSTMENTS (in millions of dollars) 


Run #4 Run #5 

Description of Formulas 
Pensioners, deferred pensioners and survivors original 27% 
Active Plan members current current 
Balance Sheet 
Assets $ 620 $ 620 
Accrued liabilities 1,547 1,774 
Unfunded liabilities 927 1,154 
Funded ratio 40% 35% 
Annual amortization payment — 30 years 5 82.6 $102.8 
Current Service Contributions for 1975 
Employee yw 23a? MB 
Company 

-$ 26.0 26.0 

— % of covered payroll 5.08% 5.08% 
Total Company Contributions for 1975 

-$ $1086 $128.8 

— % of covered payroll 21.20% 25.15% 


NOTES 


a) See notes at bottom of Table XXII for descriptions of COLA and of the 
“current”, “original” and “2%” formulas. 


b) The amortization calculation is based on the interest rates described 
earlier. 


c) The ‘Past’? COLA adjustments do not apply to the active plan members 
in Run #4 and Run #5. 
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The principal results of Run #4 are an unfunded liability of $927 million, a 
funded ratio of 40%, annual amortization payments over 30 years of $82.6 million per 


annum and current service contributions by the Company of 5.08% of covered pay- 
roll. ' 


The principal results of Run #5 are an unfunded liability of $1,154 million, a 
funded ratio of 35%, annual amortization payments over 30 years of $102.8 million 


per annum and current service contributions by the Company of 5.08% of covered 
payroll. 


Benefit Formulas with Past and Future Cola Adjustments 


Runs #6 and #7 present the results corresponding to Runs #2 and #3, respec- 
tively, with two major changes. First, the pensions payable as at January 1, 1975 to 
pensioners, deferred pensioners and survivors have been increased for past increases in 
the Consumer Price Index. In addition, both present and future pensions have been 
assumed to increase in line with future increases in the Consumer Price Index, for pen- 
sioners, deferred pensioners, survivors and current active employees. The results of 
these Runs are summarized in Table XXV. 


The principal results of Run #6 are an unfunded liability of $1,723 million, a 
funded ratio of 26%, annual amortization payments over 30 years of $153.4 million 
per annum and current service contributions by the Company of 6.60% of covered 
payroll. 


The principal results of Run #7 are an unfunded liability of $2,075 million, a 
funded ratio of 23%, annual amortization payments over 30 years of $184.8 million 
per annum and current service contributions by the Company of 6.60% of covered 


payroll. 


Benefit Formulas with “Delayed Indexing” 


Run #8 represents the results corresponding to Run #7, with one major differ- 
ence. Rather than adopting indexing based on the full increase in the Consumer Price 
Index, these Runs present the results with a variation described as “delayed indexing”. 
This concept was described earlier on page IV-31 The results of this Run are summa- 


rized in Table XXVI. 


The principal results of Run #8 are an unfunded liability of $1,481 million, a 
funded ratio of 30%, annual amortization payments over 30 years of $131.9 million 
per annum and current service contributions by the Company of 4.75% of covered 


payroll. 
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TABLE XXV 


ANALYSIS OF RESULTS AS AT JANUARY I, 1975 
WITH PAST AND FUTURE COLA ADJUSTMENTS 
(in millions of dollars) 


Run #6 Run #7 

Description of Formulas 
Pensioners, deferred pensioners and survivors original 2% 
Active Plan members current current 
Balance Sheet 
Assets $ 620 $ 620 
Accrued Liabilities 2,343 2,695 
Unfunded Liabilities 723 DOWD 
Funded Ratio 26% 23% 
Annual amortization payment —30 years $153.4 $184.8 
Current Service Contributions for 1975 
Employee 1) 2S D372 
Company 

-$ 8358 33.8 

— % of covered payroll 6.60% 6.60% 
Total Company Contributions for 1975 

—$ $187.2 $218.6 

— % of covered payroll 36.55% 42.68% 


INOUHES 


a) See notes at bottom of Table XXII for descriptions of COLA and of the 
“current”, “original” and “2%” formulas. 


b) The amortization calculation is based on the interest rates described 
earlier. 


c) The ‘Past’? COLA adjustments do not apply to the active plan members 
in Run #6 and Run #7. 
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d) elke method of calculating COLA adjustments on the deferred pensions 
of members who terminate their employment differs from that used in the C.N.R. 
cost estimates. If the same method had been followed, the Company’s current 


service contribution rate for Runs #6 and #7 would have been 6.98% rather 
than 6.60%. 


TABLE XXVI 


ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 
WITH “DELAYED INDEXING” 
(in millions of dollars) 


Run #8 
Description of Formulas 
Pensioners, deferred pensioners and survivors 2% 
Active Plan members current 
Balance Sheet 
Assets $ 620 
Accrued liabilities 2,101 
Unfunded liabilities 1,481 
Funded ratio 30% 
Annual amortization payment — 30 years SSIS 
Current Service Contributions for 1975 
Employee i, bw? 
Company 
25 24.3 
— % of covered payroll 4.75% 
Total Company Contributions for 1975 
—$ $156.2 
30.49% 


— % of covered payroll 


NOTES 


a) See notes at bottom of Table XXII for descriptions of COLA and of the 


“current”, “original” and “2%” formulas. 
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b) The amortization calculation is based on the interest rates described 
earlier. 


c) The Company’s current service contribution rate for Run #8, for the 
provision of “delayed indexing”, is lower than that for Run #3, the 
corresponding Run without COLA. The “total” contribution rate, as expected, is 
higher for Run #8. The apparent anomaly in the current service contribution 
rate is caused by a change in the assumed rates of retirement for the provision of 
indexed benefits, and by the high turnover rates assumed in the cost estimates. 


Explanation of Funded Ratio 


The term “funded ratio” has been used to represent the ratio of the value of the 
assets on hand ($620,000,000) to the accrued liabilities on each of the Runs. The 
funded ratio is a very rough indicator of the degree of security of benefits enjoyed by 
plan members. If the plan were actually to be wound up, all benefits under the plan 
would be frozen (based on salaries and cost-of-living increases only up to the date of 
termination) and would presumably become fully vested. In that event, the funded 
ratio would likely be based on market values of assets, and liabilities would be deter- 
mined using a “single premium” valuation method and assuming no future salary 
increases and no employee turnover. The resulting funded ratios would likely be con- 
siderably higher than those presented in the above calculations. 


Cost Estimates for Changes in Survivor Benefits 


The Canadian Pacific Limited Pension Plan now provides for survivor benefits to 
eligible widows and dependent widowers in the event of the death of a pensioner or an 
employee. My actuaries examined the cost of providing, for deaths which occur on or 
after January 1, 1975, benefits to surviving spouses rather than only to widows and 
dependent widowers. This examination indicates that the effect on the overall costs of 
the Plan would be negligible. All of the cost estimates presented in this report allow for 
benefits to be payable to eligible surviving spouses. 


In addition to changes in the benefit formulas and changes relating to the Con- 
sumer Price Index, they provided estimates of the cost of increasing the level of bene- 
fits for survivors of pensioners from the present level of 50% of the regular pension to 
60%, 75% and 95% of the regular pension. 


They have also examined the cost of removing the “re-marriage clause” with 
respect to survivor benefits. 


These estimates have contemplated no change to the amount of the death benefits 
payable under the Pension Plan in respect of death prior to actual retirement. 


The results are presented below for certain “benchmark” Runs. The ones choses 
for this purpose are Runs #1, #3, #4, #7 and #8. 
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Results for 60% Survivor Pensions 


The results for 60% pensions to surviving spouses of pensioners are as follows: 


TABLE XXVII 


60% SURVIVOR PENSIONS 
ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 
(in millions of dollars) 


Run#1 Run#3 Run#4 Run#7 Run #8 


Balance Sheet 


Assets $ 620 $ 620  $ 620 S$ 6205S) 620 
Accrued Liabilities 1,426 1,560 1,600 2,813 2,189 
Unfunded Liabilites 806 940 980 Pack) 1,569 
Funded Ratio 43% 40% 39% 22% 28% 
Annual Amortization 

Payment — 30 years G. FIRS SRS ob nee $195.3 $139.7 


Current Service 
Contributions for 1975 


Employee © 939 $ 239 $23.2 Sh 237 
Company 
-$ 26.5 26.5 26.5 34.6 24.9 
— % of covered payroll 5.17% 5.17% 5.17% 6.75% 4.86% 


Total Company 
Contributions for 1975 


= $ 98.3 $110.2 $113.8 $229.9 $164.6 


— % of covered payroll 19.19% 21.51% 22.22% 44.88% 32.13% 


NOTE: See notes at bottom of previous Tables for descriptions of terms. 
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Results for 75% Survivor Pensions 


The results for 75% pensions to surviving spouses of pensioners are as follows: 


TABLE XXVIII 


75% SURVIVOR PENSIONS 
ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 
(in millions of dollars) 


Run #1 Run#3 Run#4 Run#7 Run#8 


Balance Sheet 


Assets S C0) § GO S ox $2620 $620 
Accrued Liabilities 1,490 1,634 1,680 2,989 Wg) 
Unfunded Liabilities 870 1,014 1,060 2,369 1,701 
Funded Ratio 42% 38% 37% 21% 27% 
Annual Amortization 

Payment — 0 years Se 877m SSW 2 90!3a oS 94.4 $211.0 $151.5 


Current Service 
___ Contributions for 1975 


Employee 9: 23:2 23-2 MES? 22309 Sees ee 
Company 
-$ Zia PEND: Died 35.8 EST) 
— % of covered payroll 3.31% 5.31% So L% 6.99% 5.02% 


Total Company 
Contributions for 1975 


—$ $104.7 Sites $121.6 $246.8 $177.2 
— % of covered payroll 20.44% 22.94% 23.74% 48.18% 34.59% 


NOTE: See notes at bottom of previous Tables for descriptions of terms. 
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Results for 95% Survivor Pensions 


The results for 95% pensions to surviving spouses of pensioners are as follows: 


TABLE XXIX 


95% SURVIVOR PENSIONS 
ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 
(in millions of dollars) 


Run #1. Run #3 Run#4 Run#7 Run #8 


Balance Sheet 


Assets 5S) "6205 "Se 020 0b) 020 OD Ome hen) 
Accrued Liabilities 1,576 ese 1,786 3,224 2,496 
Unfunded Liabilities 956 1,112 1,166 2,604 1,876 
Funded Ratio 39% 36% 35% 19% 25% 
Annual Amortization 

Payment — 30 years We teedl ah SG) $103.8 $231.9 $167.1 


Current Service 
Contributions for 1975 


Employee § 23:2 $ 23.2. 3) 2325 > o2322 gee. 
Company 
-$ 28.1 28.1 28.1 37.4 26.8 
— % of covered payroll 5.49% 5.49% 5.49% 7.30% 5.23% 


Total Company 
Contributions for 1975 


-$ $113.2 Sioret $131.9 $269.3 $193.9 
— % of covered payroll 22.10% 24.81% 25.75% 52.58% 37.85% 


NOTE: See notes at bottom of previous tables for descriptions of terms. 
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Results for 50% Survivor Pensions 
without the “‘Re-Marriage Clause”’ 


The results for 50% lifetime pensions (not ceasing upon re-marriage) to surviving 


spouses are as follows: 


TABLE XXX 


50% SURVIVOR PENSIONS - WITHOUT “RE-MARRIAGE CLAUSE” 
ANALYSIS OF RESULTS AS AT JANUARY 1, 1975 


Balance Sheet 


Assets 

Accrued Liabilities 

Unfunded Liabilities 

Funded Ratio 

Annual Amortization 
Payment — 30 years 

Current Service 
Contributions for 1975 


Employee 
Company 
—$ 
— % of covered payroll 


Total Company 
Contributions for 1975 


—$ 
— % of covered payroll 


(in millions of dollars) 


Run #1 Run#3 Run#4 Run#7 = Run#8 
S620 S620 $ 620 $ 620 $ 620 
1,427 IL SSX0) 1,592 2,794 PAWS 
807 936 972 2,174 1,559 
43% 40% 39% 22% 28% 

S! T1-9 “3S 83.42 S866 $193.6 $138.8 
SOLS ee 2 23. 2e eS ed 5 eo eS 
26.8 26.8 26.8 B5rS YD 
5.24% 5.24% 5.24% 6.89% 4.98% 
$ 98.7 $110.2 $113.4 $228.9 $164.3 
19.27% 21.51% 22.14% 44.69% 32.08% 


NOTES: See notes at bottom of previous tables for descriptions of terms. 
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Explanation for the Choice of Amortization Schedule 


The choice of an appropriate plan to finance the unfunded liabilities under the 
Canadian Pacific Limited Pension Plan is a matter of great importance. As at January 
1, 1975 my actuaries estimate that the funded ratio stands below 50% and the 
unfunded liabilites are approximately $763 million. 


My terms of reference include the requirement to investigate and report with rec- 
ommendations upon, among other things, the present and possible alternative bases of 
funding, notwithstanding existing statutory requirements. 


As at January 1, 1973, the unfunded liabilities totalled $497 million and those 
unfunded liabilities are currently being amortized in accordance with the Pension Ben- 
efits Standards Act (PBSA) Regulations by the following schedule of payments, based 
on interest at the rate of 612% per annum: 


1. $17.82 million per annum to September 30, 2027. 
2. $6.83 million per annum to September 30, 1992. 
3. $13.01 million per annum to September 30, 1992. 


According to that schedule, the anticipated unfunded liability as at January 1, 
1975 would be approximately $484 million. This is lower than the unfunded liability of 
$763 million shown for Run #1 by $279 million because of three factors: 


1. The net financial experience of the Plan during 1973 and 1974 was less fav- 
ourable than had been assumed at December 31, 1972. 


2. The January 1, 1975 valuation by my actuaries incorporated a number of 
changes in assumptions and in valuation methods which affected the estimate of the 


unfunded liabilities. 


3, The January 1, 1975 liabilities reflect certain improvements in benefits which 
increased the unfunded liabilities. 


Under the PBSA Regulations, the portion of the $279 million due to the first fac- 
tor is classified as an “experience deficiency” and must be amortized by equal annual 
r. The portion of the $279 million due to the second 


payments over five years, or faste 7 ; 
“initial unfunded liability” and must be amortized 


and third factors is classified as an 
by equal annual payments to September 30, 1992, or faster. 


As can be see 
mated the costs of financing the unfunded liab 
schedules. In their view (and I concur with their Ju 


n throughout this Part of my report, my actuaries have not esti- 
ilities using ““minimum PBSA-type” 
dgement in the matter), it must be 
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difficult for the Plan members and their representatives to understand such a financing 
schedule and the Canadian Pacific Limited Board of Directors must also find it diffi- 
cult. Of more immediate importance is the fact that the “‘minimum’”’ funding schedule 
described above not likely, except by sheer accident, to eliminate the gap between the 
assets and the accrued liabilities of the Plan. 


A high proportion of the accrued liabilities is rapidly increasing in reaction to a 
high level of increases in wages and salaries. However, most of these accrued liabilities 
are currently being amortized by a fixed series of payments at an interest rate which 
reflects a much lower level of inflation than is impacting on the liabilities. 


As with most financing schedules, the important considerations for a plan of 
financing unfunded pension liabilities are the interest rate or rates, the amortization 
period and the term. 


If the liabilities are dynamic rather than fixed, the anticipated growth or decline in 
the liabilities for benefits accrued up to the valuation date must be incorporated in the 
financing schedule, either directly or, at least, by offsetting adjustments to the amorti- 
zation interest rate. The unfunded liability is a debt owed to the fund and conservative 
financing requires the use of an amortization interest rate that errs on the high side, 
not the low side. 


The choice of amortization period is a difficult, and subjective, one. The possible 
choices range from immediate payment of all unfunded liabilities to financing in per- 
petuity (paying interest and unanticipated increases only, to keep the unfunded liabili- 
ties from escalating, but not paying them off). 


Immediate payment of all unfunded liabilities would require a single outlay of 
such magnitude than pension plans would seldom be able to make significant benefit 
improvements for pensioners or older workers in recognition of service prior to the 
date the improvements are adopted. On the other hand, financing in perpetuity seems 
somewhat undisciplined and imprudent considering the nature of the obligations and 
the many uncertainties involved, and would not reduce the annual amortization pay- 
ment significantly below the level required for a 50-year amortization period. 


In the view of my actuaries, considering the stature of Canadian Pacific Limited 
and the magnitude of the unfunded liabilities, an amortization period of 30 to 50 years 
would be appropriate. However, in view of the declining workforce and the uncertain 
prospects for the railroad in the 21st century, we are inclined to favour the lower end 
of this range and recommend an amortization period of 30 years. I concur with their 
recommendation. 


It should again be stressed that the term of the amortization schedule should and 
be allowed to exceed three years. In other words, the interest rate applicable to the 
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amortization payments should be re-assessed frequently, particularly if inflation con- 
tinues at its current high levels, or increases further. 


In arriving at the recommended 30-year amortization schedules, they analyzed a 
number of alternative amortization period for some of the various runs The analysis is 


shown in Table XX XI. 


TABLE XxXxI 


ALTERNATIVE AMORTIZATION PAYMENTS 
WITH RESPECT TO THE UNFUNDED LIABILITES 
(in millions of dollars and percentage of covered payroll) 


Run #1 Run#3 Run#4 Run#7 
Level payments — 20 years 
-$ $79.5) 9S 792.8." Se S6:6 $216.2 
— J in 1975 15.52% 18.12% 18.86% 42.21% 
— % in 1994 
(a) Static workforce 4.12% 4.81% 5.01% 11.21% 
(b) Declining workforce 6.17% 7.21% 7.50% 16.79% 
Level payments — 30 years 
-$ S 67.9" $5 793) bee eo $184.8 
— % in 1975 13.25% 15.48% 16.12% 36.08% 
— J in 1994 
(a) static workforce 3.52% 4.11% 4.28% 9.58% 
(b) declining workforce 5.27% 6.16% 6.41% 14.35% 
Level payments — 40 years 
-$ F631) ad a 05:0) ae 0 SA ee) 
— % in 1975 12.32% 14.37% 14.95% 33.48% 
— J in 1994 
(a) static workforce 3.27% 3.82% 3.97% 8.89% 
(b) declining workforce 4.907% 5.72% 5.95% 13.32% 
Level payments — 50 years 
-$ Sh 160.7" “SOS Be $165.2 
— % in 1974 11.85% 13.84% 14.41% 32.25% 
— % in 1994 
(a) static workforce 3.15% 3.68% 3.83% 8.56% 
5.51% 5.73% 12.83% 


(b) declining workforce 4.71% 


Run #8 


$154.3 
30.12% 


8.00% 
11.98% 
oN Be ee 
25.74% 
6.84% 
10.24% 
$122.4 
23.90% 
6.35% 
9.50% 
$117.9 


23.02% 


6.11% 
9.16% 


NOTE: The amortization payments are based on the interest rates noted earlier. Aver- 


age wages and salaries have be 


en assumed to increase at rates noted earlier. 
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The level annual amortization payments with respect to the unfunded liabilities 
represent a reducing percentage of covered payroll in future years. For the year 1994, 
we have shown the percentage of covered payroll on two bases: a) a static workforce 
(and increasing payroll) projection; and (b) a declining workforce (but still an increas- 
ing payroll) projection. In case (b), the workforce has been assumed to decline by 2% 
per annum, compounded, from 1975 to 2000, inclusive, remaining constant in size 
thereafter. 


Benefits from a Levy of 1% of Payrolls 


In addition to estimating the costs of possible benefit improvements shown above, 
I asked my actuaries to provide estimates of certain improvements for current pension- 
ers and possibly also to current active members which could be supported by a levy of 
1% of existing payrolls, shared equally by current employees and the Company. Pages 
44 and 45 describe the details of these possible benefits and their funding. The results 
follow. 


Results of Calculations 


They presented two estimates of these benefit improvements — one based on a 
static workforce, the other on a declining workforce. For the declining workforce cal- 
culations, the workforce has been assumed to decline by 2% per annum, compounded, 
from 1975 to 2000, inclusive, remaining constant in size thereafter. 


These estimates relate to cost-of-living adjustments on/y. They do not consider 
any change in the benefit formual for pensioners and survivors. 


1. Static workforce results. On the basis of the static workforce projections, it 
would be possible to provide either: 


- the full “past COLA adjustments” for current pensioners, deferred pension- 
ers and surviving spouses plus 24% of the full ‘future COLA adjustments” for 
current pensioners and beneficiaries and active Plan members, or 


- the full cost-of-living increases in excess of the first 30% drop in purchasing 
power (“delayed COLA”) for current pensioners and beneficiaries and current 
active Plan members. 


2. Declining workforce results. On the basis of the declining workforce projec- 
tions, it would be possible to provide either: 


- the full “past COLA adjustments” for current pensioners, deferred pension- 
ers and surviving spouses plus 9% of the full ‘future COLA adjustments” for cur- 
rent pensioners and beneficiaries and current active Plan members, or 
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‘ the full cost-of-living adjustments in excess of the first 45% drop in pur- 
chasing power (“delayed COLA’’) for current pensioners and beneficiaries and 
current active Plan members. 


In order to maintain these improved benefit provisions for future new entrants to 
the Plan, the current service contribution rate for new entrants would change over the 
next 30 to 40 years, by varying amounts, depending on which of the options is adopted. 
For the options shown here, the increase in the current service contribution rate for 
new entrants required to maintain the improved benefits would be relatively small. 


The idea of benefit improvements, particularly for current pensioners and survi- 
vors, based on this kind of levy is an interesting concept and as indicated earlier, I shall 
be developing it further at a later stage in my report. 


Sensitivity Tests 


Tests similar to those described on pages IV-48 and IV-49 were carried out to 
indicate the changes in the results for the C.P.R. plan that might be anticipated from 
different actuarial assumptions and methods. The results of these sensitivity tests are 
presented in Appendix 7. 


Extract from Appendix 7 


In our view (Paterson, Cook Limited), it would be quite reasonable and appropri- 
ate for the Company to follow a funding pattern based on actuarial assumptions differ- 
ent from those on which our main body of valuation results and cost estimates have 
been prepared. There may be differences of professional opinion as to appropriate 
assumptions and methods, and the Company may well choose to adopt a greater 
degree of conservatism than that which we have used for the presentation of results to 
the Commission of Inquiry. 


Based on the sensitivity results in the Part of the report, it would seem to us that 
there is a fairly wide range of reasonable estimates which could be followed for funding 
purposes. For example, for Run #1, Run #3 and Run #7, the following might be 
considered a reasonable range of results for funding purposes. 


The “reasonable ranges” presented in the Table below are not scientifically deter- 
mined by a formula but rather represent our professional opinion based on the main 
body of valuation results and cost estimates, and on the results of the sensitivity tests. 
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Balance Sheet 


Assets 

Accrued Liabilities 

Unfunded Liabilities 

Funded Ratio 

Annual Amortization 
Payment — 30 years 


Current Service Con- 
tributions for 1975 


Employee 
Company 
-—$ 
— % of covered payroll 


Total Company Con- 
tributions for 1975 


=$ 


Run #1 


$620 


$1,300 — $1,600 


680 — 980 
48% — 39% 


$59 — $85 


$23.2 


$25 — $36 
4.9% —7.0% 


$84 — $121 


— % of covered payroll 16.4% — 23.6% 


Run #3 


(In millions of dollars) 


$620 
$1,400 — $1,700 
780 — 11080 
44% — 36% 


$68 — $94 


$23.2 


$25 — $36 
4.9% —7.0% 


$93 — $130 
— 8.2% — 25.4% 


Run #7 


$620 
$2,500 — $3,200 
1,880 — 2,580 
25% -— 19% 


$163 — $224 


$23.2 


$33 — $46 
6.4% -9.0% 


$196 — $270 
38.3% — 52.7% 
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Part V 


PENSION ADEQUACY, GOVERNMENT AND PRIVATE PLANS, 
INDEXING, AND THE CONCEPT OF A HERITAGE FUND 


In this Part, I propose to make a number of observations on what constitutes ade- 
quacy in examining pension plan benefits, the role of government and private pension 
plans, costs and related matters associated with indexing pension benefits, and to 
develop the idea of financing benefit improvements through a levy shared equally by 
employees and the Companies in the form of a “Heritage Fund’. A number of these 
topics have been touched on previously, but they deserve more complete consideration. 


Government and Private Pension Plans 


Historically the aged were looked after by their families and local communities. 
With increasing industrialization employer pension plans were introduced. In recent 
years the government has played an increasingly important role in providing retire- 
ment income. The two basic federal programs are the Old Age Security System (OAS) 
and the Canada (Quebec) Pension Plans. In addition the federally operated Guaran- 
teed Income Supplement (GIS) provides additional income to those who qualify on a 
means-test basis. There are also various provincial programs aimed at raising the mini- 
mum level of income for the over age 65 population (for example, Mincome in B.C. 
and the Ontario Guaranteed Annual Income System (GAINS). 


The result is that the sources of retirement income are many and varied and the 
entire system has a patchwork appearance. The O.A.S. and CPP are designed to pro- 
vide a basic floor of retirement income. Additional benefits are to be provided through 
private pension plans and individual savings. However, only 40% of the paid labour 
force belong to private pension plans (according to the latest available statistics). The 
federal GIS program and the provincial supplement programs are designed to alleviate 
poverty. In 1972, 54.3 percent of the population over age 65'who were receiving OAS 
benefits were also receiving full or partial benefits from the GIS program. 


The role of private pension plans and government pension plans cannot be 
decided in the abstract. It depends on economic, social, cultural and political factors. 
Furthermore, it is necessary to take account of existing institutions and practices. 
There does not seem to be any generally accepted definition of what represents an ade- 
quate pension. Neither does there seem to be agreement on the proportion of retire- 
ment income that should be provided by the private pension plan and the proportion 
to be provided by the state. However, a desirable principle would seem to be that the 
combined pension should enable the retired worker to maintain his living standard. 


1 Source: Canada Year Book, 1973 (Ottawa, Statistics, Canada), Table 6.6, p. 276. 
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This principle seems to be winning international acceptance as Schulz’ remarks: 


“The trend seems to be toward developing public and private pension sys- 
tems which will permit the retired population to at least maintain a level of living 
which approximates that which they enjoyed during their working years.” 


This would seem to represent a desirable principle for the railway pension plans. 
For a newly retired worker, with substantial service, the initial level of retirement 
income appears adequate on this basis. However the retired members’ most common 
criticism of the railway pension plans was that the real values of the company pensions 
were being eroded by inflation. Whereas Canadian National has provided some cost of 
living increases to pensions in course of payment, Canadian Pacific Limited has not. 
The issue of providing indexed pensions is a complex one and a more detailed discus- 
sion is given in a subsequent section. 


Returning to the role of government and private plans it would seem reasonable 
for a target pension to be provided from the combination. Given that the employer has 
no control over the benefits provided by the government plan, the company plan is left 
with providing the difference between the target pension and the government pension. 
Apart from the important question of inflation protection, this is essentially what hap- 
pens under the railway plans. 


The Commission recognizes that private plans and government plans operate on 
different principles. In particular private plans are funded whereas government plans 
tend to operate more on a pay-as-you go basis. The Commission notes that the objec- 
tives of a private plan and a government plan are different and that there may be prob- 
lems in coordinating’ them. It is suggested however that the prime consideration 
should be the provision and maintenance of benefit adequacy, subject to the constraints 
outlined in the next section and that the other issues involved in coordinating two 
widely differing pension systems are of lesser importance. 


Although a broad discussion of the merits and demerits of the private pension sys- 
tem is outside the scope of the Terms of Reference, it will be apparent that many fea- 
tures of the railway plans are reflected in a number of other pension plans. To this 
extent then certain Parts of my report cannot avoid being a commentary on the private 
pension system in general. The Commission is aware that many Canadians do not have 
any pension arrangements other than those provided by the government. 


* Schulz, James H., “The Economic Impact of an Aging Population”, Journal of Gerontogoly, Spring 1973. 


* Since the focus is on the total benefit, this causes difficulties in the collective bargaining process where the 
emphasis is on the benefits and costs of the company pension plan. 
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Inflation and Maintenance of Real Retirement Income 


In this section the impact of inflation on retired employees, active employees, the 
companies and the funding arrangements is discussed. Some of the issues involved in 
maintaining the real value of pensions are examined. 


Inflation occurs when the money cost of a fixed basket of goods and services rises. 
Consequently, if a pension is of a fixed dollar amount the real income of a pensioner 
will decline during periods of inflation. Even if the pension is increased from time to 
time, the real income will decline unless the increases are adequate to compensate for 
the decline in purchasing power. 


As has been mentioned earlier, inflation represents the most serious problem fac- 
ing railway pensioners. For a number of reasons, the problems caused by inflation are 
likely to be more acute for the older retirees. These reasons include: 


(i) The older retiree usually had a smaller pension to start with since pensions 
are typically based on pre-retirement salary and salaries have increased through the 
years. 


(ii) |The percentage accrual rate has improved through time; usually these 
improvements applied only to active workers. 


(iii) The Canada Pension Plan retirement benefit, which changes with changes 
in the Consumer Price Index is only payable to employees with service after 1966. 


(iv) The longer since an individual retired, the larger the decline in purchasing 
power. 


In the case of survivors’ pensions there are two additional factors which make the 
problem of inflation even more acute. First, the survivor’s pension in many cases repre- 
sents 50% of the original pension. Second, the vast majority of survivors are women. 
Since women marry men older than themselves and in addition, can expect to live 
longer than men of the same age, women can expect to spend a much longer period in 
retirement than men. 


The earnings of active members are protected against the effects of inflation since 
typically the rate of increase in salaries has outpaced the rate of inflation. It is likely 
that those two quantities will also be highly correlated in the future since the active 
workers have considerable bargaining power. In both plans pension benefits are based 
on an individual’s average earnings over his last 5 years. Hence the initial benefit at 
retirement is protected against the inflation which has taken place during his working 


life. 


In both of the major railway companies, the pension benefits are provided through 
segregated trust funds to which the employer and employees both contribute. It 1s 
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clear from some of the briefs submitted to the Commission that this funding process is 
not well understood. This is not surprising since the issue is quite complex. At a later 
stage the question of the unfunded liability and the question of communication of 
information on pension matters will be discussed. 


Under the present arrangements an individual’s retirement benefit consists of a 
pension which is the product of 2% and his years of pensionable service. From this 
amount is deducted an amount in respect of his Canada Pension Plan benefit. The con- 
tributions in respect of the-individual and those paid by the employer are invested in 
the assets of the trust fund. Since these assets are held in respect of employees not yet 
retired, it does not follow that the existence of a large fund implies that pension 
increases can be given at no cost to the company. Another point which would appear 
to have been misunderstood in some submissions is the question of company contrib- 
utions to the plan. Again this is a complex issue particularly in cases where there has 
been a change in the type of plan. However the plans as they stand at present promise a 
certain level of benefits. The company cost is simply the difference between the total 
cost of these benefits and that provided by the employee’s contributions, regardless of 
the level of unfunded liability at any moment in time. 


The C.R.L.A. take the position that the level of benefits has to be a real level of 
benefit:* 


“We insist that any approach to the pension problem which does not begin 
with an acceptable definition of initial and continued benefit adequacy and an 
employer commitment to meet that goal is doomed to failure.” 


The Canadian Pacific Limited Brief dated December 13, 1974 takes a different 
view: 


“The plight of pensioners living on fixed incomes during a period of high 
inflation is no doubt serious. The burden of alleviating this problem must surely 
be borne by government and attacked through the instruments of government 
economic, fiscal and monetary policies as well as through the existing mechanisms 
of the Canada/Quebec pension plans and Old Age Security.” 


The Brief of Canadian National echoes similar sentiments to those of Canadian 
Pacific Limited: 


“2. It is is significant that very few employers, if any, outside of the public 
service has indexed pension benefits to the cost of living. Like CN, many employ- 
ers have granted ad hoc pension increases but virtually none have indexed. They 
have not done so because the cost is staggering.” 


* Further Submission by Canadian Railway Labour Association to Commission of Inquiry into the Rail- 
way Pension Plans. 
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And also: 


. “27. »7As we have seen it is government alone that can offset the erosion of 
inflation on pensions, whether in the role of government or employer.” 


In this connection the following quotation from the book of Laurence E. Coward 
is of interest: 


‘Whatever the official text of the pension plan may say, the long term pur- 
pose of the pension fund is not to provide so many paper dollars many years hence 
but to provide a slice of the country’s productive capacity; so much food, clothing 
and shelter when the employees are too old or too disabled to produce goods and 
services themselves. The real problem is how to accumulate the purchasing power 
of the contributions made at any time by the employer and employee as purchas- 
ing power to be utilized many years hence.” 


The Commission recognizes this as a desirable objective while at the same time 
noting that it can be extremely costly for an individual company to provide pension 
benefits indexed to the cost of living. This is particularly the case since private plans da 
not have access to investments whose interest and principal payments also increase 
with the cost of living. Since the railway labour force is declining, there are obvious 
dangers in providing cost-of-living increases for retired members on a pay-as-you-go 
basis. Because the investment returns cannot be guaranteed to outmatch inflation, it 
would appear that if pensioners are to be protected against inflation the additional con- 
tributions should come from government or else from the employer and employees. 


The Commission is reluctant to recommend that the government take special 
steps to protect the retired members of the railway labour force without steps being 
taken to afford similar protection for other groups of retired people. The government’s 
efforts are perhaps best directed at the entire over age 65 group through the Canada 
Pension Plan, the Old Age Security System, the Guaranteed Income Supplement, the 
various provincial programs and measures offering tax relief to the aged. The Commis- 
sion takes the view that it would be discriminatory for the government to increase the 
pensions of retired railway workers without granting similar increases to the pension- 
ers of other private plans. This conclusion is reached, notwithstanding the fact that the 
railways are and have been used as instruments of national policy. 


In view of these considerations, it is suggested that the cost of providing pension 
increases should be shared by the employer and the employee. Full cost of living index- 
ing may prove to be too expensive as the companies have suggested. However, there 
are many ways by which the cost could be reduced, while at the same time giving the 
retired employees some measure of protection. In view of the comments at the begin- 
ning of this section it would appear that the older pensioners form a group with special 


5 Mercer Handbook of Canadian Pension and Welfare Plans by Laurence E. Coward, Fifth Edition — 1974, 


published CCH — Canadian Limited. 
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priority needs. This is particularly the case with regard to Canadian Pacific Limited 
pensioners. Later on, specific proposals to help the older pensioners will be put for- 
ward. 


Some of the ways by which the cost of providing the cost-of-living increases could 
be limited are as follows: 


(i) Limit the cost-of-living increases to a stipulated percentage, e.g. 4%. 


(ii) In view of the fact that the initial level of pension is quite adequate for a 
long-service employee, delay the increasing of pension benefits until the employee has 
been on pension for a certain period, say 5 years. 


(iii) Give pensioners at retirement a choice of: 
(a) anormal pension benefit without the indexing adjustment 


(b) reduced initial pension of the same actuarial value which increases each 
year. 


(iv) Increase the pensions in course of payment at regular intervals to take 
account of the decline in purchasing power since the last increase. 


In practice, a combination of these methods could be used. The list is not intended 
to be exhaustive. However, to ensure the continued protection of pensioners’ interests, 
it is necessary that their interests be effectively represented. The key decisions with 
regard to benefit improvements are now made through the collective bargaining proc- 
ess and currently pensioners have no direct voice in these negotiations. As long as pen- 
sions are collectively bargained, it is submitted that there should be an effective 
method of dealing with the problems of the retired group through this process. This 
report will include a number of positive suggestions on how this can be achieved while 
at the same time maintaining a proper and equitable balance of power between the 
active and retired members of the plan. The Commission believes that the establish- 
ment of a mechanism to deal with the interests of the pensioners through the collective 
bargaining process should contribute significantly to the solution of the main problems 
facing the railway pension plans. 


What Constitutes Adequacy on a Relative and on an Absolute Basis? 


In a much quoted statement, the Honorable Marc Lalond has indicated that the 
government plans achieve adequacy.° 


“The Canada Pension Plan was not set up to provide a total retirement 
income. Rather it was viewed as the middle tier of a three tier system — Old Age 


® Canadian Pension Conference, November 26, 1973. 
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Security, the Canada Pension Plan, and private pensions and annuities. The first 


two components were geared to ensure adequacy, the third to provide whatevery 
supplementary margin of comfort was desired.” 


It is interesting to examine the level of pensions being paid by the Canada Pension 


Plan in the context of these remarks. Table I gives the average monthly retirement 
pension as at December 31, 1974. Admittedly these pensions have arisen while the 
plan was in the transition period and to this extent are not indicative of the level of 
pensions that will be payable from 1976 onwards. 


TABLE I 


Retirement Pensions Payable From The Canadian Pension Plan 


(Male and Female) 


Age Number Gross Amount Monthly Average 
65 28,124 1,869637 $264.17 
66 38,357 2,322,455 60.99 
67 38,254 2,274,126 55.60 
68 36,672 1,898,837 49.73 
69 34,783 1,621,950 45.10 
70 ORL 1,710,730 44.34 
71-74 109,455 4,059,972 34.18 
75 or over 36,582 672,561 18.27 


Taken in conjunction with monthly Old Age Security payments of approximately 


$120, the first two tiers are probably not “adequate” at the present time. 


Schulz’ writes: 


“There is no generally accepted definition of what is an adequate pension. 
This is a very subjective question which many have argued should be decided by 
the individual. Increasingly, however, discussion of this question has centred 
around what proportion of pre-retirement income is needed and desired to pre- 
vent a sharp drop in living standards.” 


Thomas Bleakney*® in his book on Retirement Systems for Public Employees 


approaches the problem as follows: 


? Schulz, James H., Journal of Gerontology, Spring 1973 
’ Bleakney, Thomas P., Retirement Systems for Public Employees, Richard D. Irwin, Inc., 1972 
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“The objective of any retirement program should be to provide benefits 
which, along with a retiree’s other retirement income, will be adequate for his 
post-retirement needs. The key word 

is ‘adequate’. There is no consensus as to the level which bring about ade- 
quacy. Beneficiaries and potential beneficiaries seldom accept existing levels as 
“adequate” so there is a constant striving to increase the level of benefit. For the 
employer, a prime consideration is the fiscal requirement the plan will entail. Per- 
haps the only objective quide available is our analysis of what is being done by 
other plans of a comparative nature.” 


It is clear that if Bleakney’s perception of ‘tadequate”’ as given in the first sentence 
of the quotation is similar to that of the Honorable Minister there would be no need for 
private pension systems at all. 


The concept of adequacy cannot stand by itself; it needs an object to complete its 
meaning. Thus a pension is deemed adequate if it meets certain standards. For example 
it may be adequate to: 


(a) Allow the pensioner to subsist by providing no more than the barest necessi- 
ties of life (food and shelter). This is adequacy in absolute terms, even though the cost 
of food and shelter has been constantly rising. The subsistence level, expressed in dol- 
lars can be approximated by making a survey of food prices and rents for each locality 
in question. 


(b) Keep the pensioner above the poverty line. However “‘poverty”* is a relative 
concept which owes its meaning to more or less arbitrary, periodic definition and 
redefinition.’ As Demos” says “‘...as soon as the majority have reached the level which 
the few have enjoyed, then the standard (of living) is lifted to a higher floor. No sooner 
do we cease being poor than we become poor once more, because the scale of living has 
been upped.” This is adequacy in relative terms. 


(c) Permit the pensioner to live in the style to which he has been accustomed. 
This test of adequacy compares the standard of living before and after retirement. 


(d) Permit the pensioner to live on the same plane as other pensioners. 


The Railway Companies tend to agree that definition (c) is the most appropriate 
one to use in connection with the railway plans. It is assumed that this relates to a 
retired employee who has completed 35 years pensionable service and is retiring at the 
present time. (cf. Canadian Pacific Limited Response to the Canadian Railway Labour 
Association Submission to page 10, paragraph 1. Canadian National Railways Submis- 
sion No. | to the Commission of Inquiry into Railway Pension Plans, page 34.) The 


* See Appendix for statistics relating to the poverty line in Canada 
9 Wilson, Thomas (ed.), Pension Infiation and Growth, London: Heinemen, 1974. 
10 Demos, Raphael, “Business and the Good Society”, Harvard Business Review July-August, 1955 
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Canadian Railway Labour Association uses (c) as the basis of their definition of ade- 
quacy but introduces the important proviso that adequacy should be maintained. Thus 
on page 42 of the initial C.R.L.A. submission it is stated that: 


“The basic concern of the Association is that the railway pension plans 
should provide benefits which are adequate at the time of retirement and which 
maintain adequacy thereafter, even under conditions of inflation. We believe that 
the appropriate standard of adequacy is the employee’s relative standard of living 
at the time he retires.” 


In addition, the C.R.L.A. points out that the comparisons made by the Compa- 
nies to demonstrate the adequacy of the plan do not take into account “the plight of 
present railway pensioners’’. The three major parties agree that under the present rules 
the initial level of benefit is adequate. The C.R.L.A. claims that adequacy is not main- 
tained and that the pensions paid to existing pensioners are inadequate. 


The Commission feels that the initial level of pension for long service railway 
employees who have recently retired and for those who will retire in the future are 
indeed adequate on any reasonable definition of adequacy — assuming that benefits 
payable from Government plans are also taken into account. However, it is clear 
the pensions being paid to many of the current retired employees are inadequate. 
In particular, the pensions being paid to the older pensioners are inadequate in the 
light of the inflation that has taken place since they retired. Some of the 
Commission’s recommendations will be aimed at improving the level of these 
pension benefits. 


Pensions Under Collective Bargaining 


Since their inception in the 1930's the pension plans of the two major railways 
have changed considerably. There has been a gradual improvement in benefits 
together with increased employee contributions. In 1973, pensions became, for the 
first time, a negotiable item under the collective bargaining process. Considerable 
concern has been expressed by the retired employees that their interests are not 
being effectively represented under the present system. It is the purpose of this 
section to examine the railway pension plans in the collective bargaining 
environment and to consider the question of pensioner representation. 


In some ways pensions are quite different from the usual range of items that are 
subject to collective bargaining. This is especially the case when the retirement benefit 
is based on an employee’s final average salary as is the case with the major railway 
plans. In these circumstances, a benefit improvement granted to active members may 
not become payable until far into the future. The precise cost of such an improvement 
cannot be known with certainty in advance. At best, various estimates can be given 
and the Unions and the Companies may from time to time disagree as to the best esti- 
mate. Essentially, it was this type of problem that gave rise to the Deutsch Commis- 
sion of Inquiry. However, both the major railway companies and the C.R.L.A. are in 
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favour of maintaining the present system. The Commission endorses this viewpoint. It 
would appear anomalous for the most important and valuable item in the fringe benefit 
package not to be a negotiable item. 


A further important distinction between pension benefits and the other bargaining 
items is that the current beneficiaries of the pension plan consist of retired employees. 
Since these retired employees are no longer members of the bargaining unit, they 
depend to a large extent on the “‘good grace” of those workers. It is however open to 
the companies to improve the pensions of those already retired. Canadian National has 
in fact recently granted increases to retired pensioners. 


It can be argued that the active workers have a strong moral obligation to bargain 
just as forcefully for improvements to current pensions (especially in periods of high 
inflation) as they do for improvements to the benefits for the active lives. However, the 
realities of the situation are such that the perspective of the younger, active employees, 
towards the pension plan is quite different from those of the workers close to retire- 
ment. It is asking a lot of human nature to expect the active employees to be just as 
concerned about the level of benefits paid to the retired as they are about their own 
standard of living. Yet, if the active members do not represent the interests of the 
retired at the bargaining table, who will? 


It could be argued that the C.R.L.A. has attempted to represent the interests of 
those retired. Many of the submissions received from individual pensioners and pen- 
sioner associations reject this view. Certainly, improvement of pensions to retired lives 
is stated as one of the C.R.L.A.’s immediate priorities. However, this objective can be 
pursued with varying degrees of intensity. An examination of the items successfully 
bargained for in the last two years indicates that the benefit improvements in respect of 
active members have been pursued with more vigor. The companies have contended 
that the Unions have no power to bargain for benefits to retired employees, who are 
outside the bargaining unit. 


Furthermore, the active membership of the pension plan includes a substantial 
number of employees who do not belong to the Unions. Benefit improvements 
obtained at the bargaining table also apply to such employees. 


As has been indicated earlier, the Companies have suggested that the government 
should take steps to protect the pensions of those already retired against inflation. The 
Commission does not totally share this view and recommends that the solution to the 
problem must come from the combined efforts of the active workers and the railway 
companies. There should be a mechanism whereby the interests of the retired employ- 
ees could be more effectively represented at the collective bargaining table. 


The representation or lack of it afforded to current pensioners in the case of the 
railway pension plans is quite normal for Canadian pension plans. The vast majority of 
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pension plans surveyed by the Commission did not tend to have a higher degree of pen- 
sioner representation at the bargaining table than prevails on the two major railways. 


At this stage, we are not discussing the administration or trusteeship of the plan, which 
is dealt with as a separate issue. 


However, one pension plan which did afford a much higher degree of pensioner 
representation was that of the United Auto Workers. Essentially, this is achieved by 
the formation of Retired Worker Chapters. Liaison with the local union is maintained 
by permitting the retired members to elect one of their number to represent them on 
the Local Union Executive Board with voice and vote. Furthermore, the Local Union 
President or his designee serves as a member of the governing board of the Local 
Union Retired Worker Chapter with voice and vote. In this way, the Local Union is 
kept informed of the problems confronting the retired. Pensions to retired members 
have thus been increased on a number of occasions through the collective bargaining 
process. 


This type of structure would seem to provide the railway pensioners with suffi- 
cient power to permit them an effective voice in the bargaining process, while at the 
same time including desirable checks and balances. There are in existence a number of 
railway pensioner organizations. These tend to organize along company lines and some 
of them contain both active and retired members. It would not be appropriate for the 
Commission to recommend that any one of these associations should be the most suita- 
ble vehicle to represent the retired members’ interest. However, these organizations 
could provide constructive help in setting up a new organization patterned along the 
lines of the U.A.W. Retired Worker Chapters. 


To set up the organization would require the support and cooperation of the 
C.R.L.A. and also the railway companies. It would be preferable if the necessary 
changes could be implemented on a voluntary basis, without having recourse to statute. 
The precise form of a new arrangement could be worked out by the C.R.L.A. and the 
existing pensioner associations, under the auspices of the Minister of Labour. 


The Commission recognizes that the creation of such an organization with the 
powers just described may involve some reduction in the autonomy of the C.R.L.A. 
However, if this recommendation were implemented, the attitude and responsibility of 
the C.R.L.A. would serve as a model for other labour unions and contribute substan- 
tially to the solution of some of the major problems facing the railway pension plans. 


Indexing of Pension Benefits 


The rapid escalation of wage, salaries, and prices in recent years have had a seri- 
ous eroding effect on the purchasing power of retired employees. To the extent that 
these pressures continue unabated in future years, pension benefits of those about to 
ill be similarly eroded. As a result, increasing attention 


retire or retiring in the future w tte 
“indexing” pension benefits to the cost-of-living. 


is being directed to the possibility of 
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To some extent, the indexing of government pension plans (OASP and 
CPP/QPP) will alleviate the pressure to index private plans, but given the disparity in 
the relative contributions of OASP and CCP/QPP compared with private plans to the 
individual’s total retirement income, the degree of alleviation is not likely to be very 
significant. For large employers like the C.P.R., and more particularly the C.N.R. 
(which many see as an agency of government) the fact that public service and crown 
corporations pensions are fully-indexed adds more “‘fuel”’ to the demand for full-index- 
ing of railway pension plans. 


It is my opinion that unless we find the means to provide some adjustment for the 
erosion in purchasing power of pensioners that has already taken place and similarly, if 
we are not able to prevent further erosion, the integrity of private plans in Canada will 
be seriously threatened. The consequences of such a loss of confidence are difficult to 
measure, but there is no doubt in my mind that they would be enormous. 


Inflation and Pensions 


I would now like to examine more specifically the impact of inflation on private 
pension plans, Dr. Phelim Boyle, F.I.A., F.C.1.A. is a colleague of mine in the Faculty 
of Commerce and Business Administration at the University of British Columbia. He 
has also provided me with some sound technical advice during the course of my 
inquiry and for that, I am indebted to him. 


Dr. Boyle has prepared a paper on the subject and because of its relevance and 
thoroughness, I have included it almost in its entirety and have added my emphasis 
where appropriate. Dr. Boyle writes as follows: 


The Impact of Inflation on Pension Plans 
1. Introduction 


Inflation is probably the most important problem facing pension plans today. 
In fact, it may also represent the most critical problem facing society. This paper 
examines the impact of inflation on pension plans. In particular, we look at the 
impact of inflation on the design and funding of pension plans. We also examine 
some short-run and long-run measures that might serve to preserve the purchas- 
ing power of retired members. 


2. Impact on Inflation 


Let us examine the impact of inflation on a final average salary plan. Suppose 
this plan is funded by a level percentage of the salary roll each year. If there is a 
steep upward increase in salaries due to inflation this transmits a corresponding 
increase to the plan liabilities. The increased salaries will give rise in increased 
contributions (in absolute amounts) but these will hardly ever compensate for the 
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rise in liabilities. Jt is tempting to suppose that the additional liabilities could be 
offset by increased earnings on the assets of the fund. One of the main problems in 
the last few years has been caused by the depressingly poor investment perform- 
ance. Over the last year, many plans have not even achieved a positive rate of return 
(on a nominal basis). These additional investment earnings are just not there. Con- 
sequently, some plans may have difficulty meeting their funding obligations under 
the various Pension Benefits Standards Acts. 


With this background, we now turn to examine the plight of existing pen- 
sioners. Very few plans outside the public sector provide for automatic indexing 
of pension benefits. In fact, the regulations of the Department of National Reve- 
nue have tended to preclude this feature. The Department now permits a plan to 
provide for escalation but does not allow advance funding of this benefit. From 
October 1971 to October 1974, the Consumer Price Index rose by 27.65 percent. 
An initial pension of $500 per month declined in real value to $392 per month dur- 
ing this three-year period. Furthermore, as mentioned above, this period has coin- 
cided with a decline in market values so that companies are already finding it diffi- 
cult to fund the benefits of the active members. Yet if we accept that one of the 
purposes of a pension plan is to provide the retired lives with a supply of real goods 
and services then many plans are simply failing to meet this objective at the 
moment. It can be argued at this stage that the Government has the ultimate 
responsibility for controlling inflation and so government should act to cushion its 
effects on the old and poorly organized. Even if the government does act in this 
way, the private pension system will be judged defective. Furthermore, a number 
of people feel that the Government is already too involved in redistributing 
income among the various sectors of society. 


In considering appropriate design and funding arrangements one must takea 
view as to whether the traditional relationships between certain economic indica- 
tors will be maintained in the future. In particular, will the rate of return realized 
in investments out-perform the rate of inflation (wage inflation) over reasonably 
long periods and what will the magnitude of this differential be? Assuming the 
answer to the first question is yes, then the existing final average salary plan can 
still be viable. Active members are still protected against inflation until they retire. 
After retirement, they would need cost-of-living increases related to the increase 
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In theory, these increases could be advance funded but, as mentioned earlier, 
the DNR does not permit this. The same effect can be obtained by adjusting the 
actuarial basis. However, it is expensive to pre-fund this benefit - an increase of 
3% p.a. can increase pension costs by 20%. The other approach 1s to prefund ben- 
efits to age 65. After that, the increments granted to pensioners are funded on a 
ain attractions but for a declining workforce this 


pay-as-you-go basis. This has cert 
It has also been pointed out that 


could impose an unbearable economic strain. , 
many plans in Canada are still funding considerable amounts of past service, and 
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that this generation cannot be expected to fund its own past service, its Own cur- 
rent service plus indexed benefits for the previous generation as well. 


It is interesting to note that Canadian companies tend to spend lower per- 
centages of salaries on pensions than is the case in the U.K. However, in Canada, 
the additional dollars go into other fringe benefits for the active members. These 
fringe benefits probably have a greater appeal for the (younger) active members. 
At any rate, it might be possible to improve pension benefits simply by a re- 
alignment of priorities. However, pensioners do not usually have an effective voice 
in many of these decisions and so it is unlikely that this would happen. 


We have already alluded to the importance of investment performance. If we 
discount its use as a comparison measure, the nominal rate of return is really not 
very meaningful. The real return is the nominal rate deflated by the inflation 
index. If we take the view that the plan should produce benefits which are 
expressed in constant dollars, this is what really counts. Part of the confusion may 
arise because measurement of investment performance is often used to assess the 
money manager. /t can also be used to see how the plan is performing with respect 
of its own target return. Quotation of the real return would seem to be a logical 
consequence of price level accounting — a topic which is much in vogue at the 
moment. 


Let us go back now to the case where the traditional economic relationships 
break down. In this case the rate of inflation exceeds or is just equal to the rate of 
investment return. Funding no longer makes sense in this world. A pay-as-you-go 
pension system similar to that of repartition, used in France, could be adopted. To 
be workable, this would need to be run on a nationwide basis. 


3. Specific Measures to Preserve The Purchasing Power of Retired Members 


In this section, we discuss a number of ways which can help to maintain the 
purchasing power of existing pensioners. 


A. Leave it to the Government: 

The Government can soften the impact of inflation on retired lives by 
(i) increasing benefits from Government plans 
(11) increasing the level of benefits under these plans 
(111) increasing the tax-free allowance of pensioners 


(iv) making some or all of the benefits from Government plans 
tax-free: 


123 


All these measures help but they often serve to highlight the inadequacy of 


the fixed dollar company pension plan. Ifa male retiring at 65 lives for 14 years, 
the erosion of a fixed dollar pension when inflation runs at 10 percent per annum is 


frightening. 
TABLEI 
Erosion of a fixed dollar pension over 14 years 
with inflation at 10 percent p.a. 
Annual Pension Annual Pension 
Year in current dollars in 1975 dollars 
$ $ 

1 (1975) 6000 6000 

2 6000 5455 

3 6000 4959 

4 6000 4508 

5 6000 4098 

6 6000 3726 

i) 6000 3387 

8 6000 3079 

9 6000 2799 
10 6000 2545 
11 6000 2313 
12 6000 2103 
13 6000 1912 
14 6000 1738 


B. Improve Pensions on an ad hoc basis 


Many private sector plans have already adopted this procedure. From 
time to time improvements are made to current pensioners depending on the 
experience with regard to inflation and the financial strength and disposition 
of the company. In times of moderate inflation this can be a satisfactory solu- 
tion. With severe inflation it may not be adequate as far as the pensioners are 
concerned since the costs are very heavy and so it is difficult to maintain full 
purchasing power. Nevertheless, the old maxim still applies: half a loaf is bet- 
ter than no bread. The company retains control over the costs which, from 


its viewpoint, is clearly an advantage. 
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C. Set up a formal procedure for increasing current pensions 


The cost of this might be shared between the active employees and the 
employer with safeguards to limit the cost. Given the existing DNR legisla- 
tion and a realistic actuarial basis, it is not possible to pre-fund these 
increases. However, there is some freedom in the choice of actuarial basis 
and the DNR regulations might be relaxed. There are various methods by 
which one can limit the cost and we will examine three of them. 


(i) Contributions limited to a certain maximum 


The cost of improving pensions in the course of payment is shared each 


year between the active members and the employer. Perhaps the active mem- 


bers might share the cost equally up to a limit of 1/2% of salary per member, 
thereafter the employer would pay the balance up to a limit, say, of 1% of 
the total salary roll. These additional contributions would be earmarked for 
the improvement of pensions in the course of payment. 


(ii) Limitation on increases; absolute limit 


One could impose a limit on the amounts of increase granted and con- 
trol the cost in this way. For instance, the benefitsscould be adjusted each 
year after retirement in line with changes in the CPI subject to the limitation 
that the benefit in any one year may neither increase nor decrease by more 
than 3% from one year to the next. As far as the retired life is concerned this 
causes a number of difficulties during periods of high inflation. Even if infla- 
tion abates he is still left behind. (He is of course even worse off if inflation 
continues at a high rate!) 


An example clarifies this point. Suppose, for example, the CPI changes 
as follows: 


Rate of Change 
Year inne: Cable Pension Increase 
1975 10.00% 3% 
1976 10.00% 3% 
1977 9.00% 3% 
1978 2.00% 27% 
1979 0.00% 0% 
1980 1.00% V% 


Over this period, the cumulative increase in the CPI is 35.86%. The cor- 
responding increase in the member’s pension is 12.56. Jn real terms his (or 
her) pension has declined by 17%. Unless the rate of change in the consumer 
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price index falls below minus 3% it is impossible for the pension to have its 
purchasing power restored under this system. If there is a continued positive 
rate of inflation he (or she) is always saddled with this decline in purchasing 
power. Insofar as the rate of inflation exceeds 3% in any year the member 
simply falls further and further behind. Attention should be paid to the 
cumulative rate of inflation since retirement. 


(iii) The third method that might be considered may represent a 
departure from the normal method of settling increases which does not 
tend to give proportionately higher increases to the lower pensioners. 
Normally, increases are a function of the amount of pension and period 
elapsed since retirement. 


Each year that portion of a member’s pension which corresponds to 
75% of the Yearly Maximum Pensionable Earnings under the Canada Pen- 
sion Plan is increased at the full rate of increase in the CPI. The balance of 
the member’s pension is increased at some lesser rate. If the member’s pen- 
sion is less than 75% of the YMPE, it is fully indexed for life. If in any year 
the rate of increase in the CPI exceeds the rate of increase in the National 
Average Wage then pensions are increased by the lower figure. 


The rationale behind this method is that the YMPE will increase each 
year in line with the national average salary. It seems equitable that this por- 
tion of a member’s pension should be indexed if resources are limited. The 
rationale for the 75% is that the Canada Pension Plan will supply the other 
25%. 


D. Amend Legislation 


The funding requirements of the existing Pension Benefits Acts could be 
relaxed so that a higher proportion of current contributions could be used to 
improve the benefits of retired members. This would tend to jeopardise the 
security of the benefits of active members and it would be difficult to strike a 
balance. One of the main arguments in favour of funding is that each employ- 
ee’s benefits are paid for while he is working. 


Another approach that could be adopted would be for the Department of 
National Revenue to permit a member to take a certain proportion of his 
retirement benefit as a lump sum. In some circumstances this might only tend 
to compound the problems of inflation. For some, particularly the more 
financially aware, this could, however, be a useful benefit. It could be used to 
ase a smaller house, or invested as he sees fit. 
Another way the lump sum might be used would be for the retired life to pur- 
chase a lease to his apartment which would expire on the death of the surviv- 
ing spouse. I do not know if this feature is available anywhere yet. However, 


start a business venture, purch 
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it is essential that the pension remaining after the computation for any lump 
sum be adequate. Lump sum payments from tax free funds are available in 
the U.K. up to a limit of one quarter of the member’s pension entitlement. 


This lump sum provision leads to the following suggestion which has 
recently been made in Australia’. 


“One of the provisions of the proposed scheme is that the member 
should be able to use part or all of the lump sum available to him on 
retirement to purchase a pension from the Government. We suggest that 
it should be a Consumer Price Index-linked pension and that such pen- 
sions should be made available to private pensioners on the same terms. 
We think the terms of issue should be favourable and, if need be, limits 
could be placed on the amount of pension which any individual could 
buy, as is 1n fact the case in the proposed scheme.” 


In Canada this could be accommodated by permitting an individual at 
65 to increase his pension under the Canada Pension Plan by paying an addi- 
tional lump sum. 


E. Introduction of Indexed Investments 


The suggestion in the last paragraph proposed a particular form of 
indexed investment available only to pensioners. It would be possible to 
introduce widespread indexation. Contracts would be expressed in terms of 
units of constant purchasing power. It has been claimed? that not only would 
indexation transmit the harmful effects of inflation more quickly and evenly 
but it would lead to reduction in the level of inflation. However, without 
going into the pros and cons of indexing, it is clear that indexed investments 
would be eminently suitable for the assets of pension plans. 


Dr. Boyle’s analysis can leave little doubt in anyone’s mind that the impact of 
inflation on private pension plans to date has been very great and unless positive steps 
are taken to control inflation and to alleviate its impact on pensioners, the conse- 
quences could be most unpleasant. 


I note that under my terms of reference, in examining possible alternative 
methods and bases of funding, I am empowered to do so, “notwithstanding existing 
statutory requirements’. It is apparent that whereas my Commission is concerned 
with railway pension plans, my analysis and recommendations may be relevant to pri- 
vate pension plans in general. My specific recommendations must of course be limited 
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to railway pension plans, but in view of many of the issues raised by Dr. Boyle (and I 
concur with most of them) and in view of the seriousness of these issues, I would urge 
in the strongest possible way that the appropriate agencies of government give the 
highest priority to finding ways and means to alleviate the impact of inflation on pen- 
sioners. With specific reference to Dr. Boyle’s analysis and suggestions, I would hope 
that urgent study could be directed to the following: 


1. The possibility of amending Department of National Revenue regulations as 
they pertain to advance funding of indexed pension plans, 


2. The possibility of increasing the tax-free allowances of pensioners, 


3. The possibility of making some or all of the benefits from government plans 
tax-free, 


4 Consideration of the idea that the Department of National Revenue might 
permit an individual to take a certain proportion of his retirement entitlement as a 
lump sum payment, 


5. Inconjunction with #4, consideration to permitting an individual at age 65 
to increase his pension under the Canada Pension Plan by paying an additional lump 
sum. 


These are of course, complicated questions but on the other hand, the situation in 
which many retired people find themselves is serious and in my opinion, no effort 
should be spared in finding equitable and just relief. 


Those who, either for convenience or because of their lack of awareness of the 
facts, speak lightly of the costs associated with the cost-of-living indexing of pension 
plans, will find little comfort in the estimates presented in Part IV. Regardless of which 
actuarial assumptions are used, the inescapable conclusion is that the fu// indexing of 
pension benefits is an enormously expensive undertaking. 


Under the C.N.R. plans, the actuarial valuation as at January Ist, 1974, as devel- 
oped in Part IV. indicates an annual amortization payment of $98.1 million in addition 
to current service contributions of $55.9 million. which in total represents 17.09% of 
gures for the C.P.R. plan are $67.9 million for annual 
amortization payments and an additional $26.0 million in current service payments, 
which represents in total 18.33% of covered payroll. With full indexing of pension 
benefits under the C.N.R. plans, annual amortization payments would increase to 
$222.0 million, current service contributions would increase to $86.1 million, which in 
total represents 34.19% of covered payroll. Comparable figures for the C.P.R. plan are 
$153.4 million for annual amortization payments, current service contributions would 
increase to $33.8 million, which in total represents 36.55% of covered payroll. 


covered payroll. Comparable fi 
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It must be stressed that these estimates are for fu// indexing; that is, increasing 
benefits for present pensioners, deferred pensioners and survivors to adjust for past 
increases in the Consumer Price Index and adjusting both present and future pensions 
in line with assumed future increases in the Comsumer Price Index for pensioners, 
deferred pensioners, survivors and current active employees. It represents therefore, 
the most expensive of the various degrees of indexing examined in Part 1V. Neverthe- 
less, indexing to a degree short of full adjustment for cost-of-living increases carries 
considerable financial burdens. 


I have given this matter a great deal of thought, and taking all of the circum- 
stances into account, I am reluctant to make a recommendation concerning the index- 
ing of railway pension plans at this time. Indexing may come about at some future 
stage, either on a partial or full basis, but if that is to happen, it will likely require a re- 
alignment of priorities at the bargaining table. As indicated earlier, in my judgement, 
railway pension plans properly belong within the scope of collective bargaining and if a 
major undertaking such as partial or full indexing is to be accomplished, the initiative 
for it must rest with the parties to the collective bargaining relationship. The provision 
of indexing, either partial or full, would require the C.N.R., the C.P.R., and the 
C.R.L.A. to re-think their economic priorities, particularly concerning the traditional 
trade-off between immediate benefits (increases in wages, salaries, etc.) and long-term 
benefits (pensions and other kinds of deferred benefits). In my role as a Commission of 
Inquiry, it would not be appropriate for me to make a recommendation which would 
have the effect of relieving the C.N.R., the C.P.R., and C.R.L.A. from a responsibility 
that properly falls to them. The initiative belongs with them and in Part IV I have set- 
out the cost dimensions of the problem, should they decide to move in that direction. 


Having reached that conclusion, I cannot in conscience ignore the plight of cur- 
rent pensioners, particularly those who have been retired for many years. I therefore 
propose to direct my attention to the concept of a “Heritage Fund”. 


The Concept of a Heritage Fund 


In Part IV, I explored briefly the idea of providing some relief for current pension- 
ers, deferred pensioners and for those in receipt of survivor benefits by a levy of 1% of 
payroll, shared equally by current employees and the Companies. I asked my actuaries 
to determine if such a levy would be sufficient to provide a full ‘past COLA adjust- 
ment”’and if not, that they examine two alternatives providing for partial adjustment. I 
also asked them to determine what level of future cost-of-living increases might be pro- 
vided by any excess funds from such a levy. The detailed results of these estimates are 
contained in Part IV, for both the C.N.R. and the C.P.R. plans. 


I recommend that there be created a “‘Heritage Fund”, based on a levy of 1% of 
existing payrolls, shared equally by current employees and the Companies. The principal 
purpose of the “Heritage Fund” is to provide for the fu// “past COLA adjustments” 
for current pensioners, deferred pensioners, and those in receipt of survivor benefits, 
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exclusive of any ad hoc adjustments currently being received. The “Heritage Fund” 
should be administered in conjunction with existing pension funds, but should be 
accounted for separately. Any funds thus generated in excess of those needed to meet 
the principal purpose of the “Heritage Fund” should be used to help finance future 
pension plan improvements. In my opinion, the best basis for introducing the fund is 
on the declining workforce estimates contained in Part IV. 


During the course of my Inquiry I have gained some insight into the railway 
industry, its institutions, its problems, and its people I have concluded that it is a natu- 
ral situation for the concept of a “Heritage Fund”. Its early creation would be a bold 
move by the C.N.R., the C.P.R., and the C.R.L.A. to alleviate the hardships being 
experienced by existing pensioners. There has developed in the railway industry a 
sense of shared experiences and traditions by both past and present employees that has 
been lost in most other industries. There is a strong feeling of continuity and a result- 
ing comradiere that seems to be transmitted from one generation of employees to suc- 
ceeding generations. Indeed, the sense of continuity is particularly evident in the 
smaller railroading communities, where sons (and daughters) follow their father into 
life-long careers in the industry. In many centres, past and present employees consti- 
tute a significant proportion of the total community. For these and other reasons, the 
industry is a “natural” setting for the development of such a fund. 


It may be argued that a ‘‘Heritage Fund” as recommended is a bad precedent in 
that it places a burden on one generation in order to bestow a benefit on a past genera- 
tion. While there is some merit in this argument, it should be remembered that current 
and future generations are themselves the beneficiaries of the foundations laid by those 
who laboured in the past. The “legacy” inherited by present and future generations is a 
real one, particularly in a unionized setting characterized by collective bargaining. It 
takes the form of a collective agreement and historically the collective agreement ensh- 
rines the sacrifices and struggles of the past, beginning with the very right to organize 
and including reduced hours of work, better working conditions, seniority rights and 
protection against arbitrary treatment and layoff, protection against unsafe working 
conditions, opportunity for improved training, and the multitude of other benefits 
ensconced in the typical collective agreement. Each succeeding generation makes its 
contribution, but it must be remembered that it does not begin at “square one’”’; it 
builds on the rights and benefits acquired by past generations through their sacrifices 
and as a result of their struggles and accomplishments. 


In the broader scheme, the present system of unemployment insurance for exam- 
ple, from which today’s generation benefits, goes back to 1941 and was instituted only 
after a Jong and hard struggle by employees of that and succeeding eras. Our society is 
full of similar examples of the benefits, economic and non-economic, that are passed a 
from one generation to the next. Indeed, the basis for a sound pension plan that today’s 
“active” employees and that future employees will benefit from was established by past 
employees and representations of management sitting down together, discussing and 
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“ordering” their priorities, and over the years, evolving the present package of fringe 
benefits. 


It may be argued that inflation is a universal problem and therefore must be 
resolved in its impact by government. Whereas I have some sympathy with this argu- 
ment, I do not believe that it relieves management and labour unions from using their 
ingenuity to see what they can accomplish through their joint efforts. In the particular 
case of the railway industry, management showed no lack of imagination or creativity 
in tackling the massive engineering problems faced in the past in building the Cana- 
dian railway system, nor in tackling present-day problems of developing new commu- 
nications systems, adapting to new market forces, and finding new opportunities in 
their myriad operations to be capitalized upon. Similarly, the railway unions have not 
been lacking in imagination in presenting new demands for the Companies to respond 
to, nor in recognizing the need for and the benefits to be derived from the formation of 
C.R.L.A. and the resulting system of industry-wide bargaining. 


In my opinion, the concept of a “Heritage Fund” represents a challenge to the 
leadership of the C.N.R., and C.P.R., and the C.R.L.A. to put their minds to the prob- 
lems facing current pensioners and to succeed at the task of alleviating their plight. 
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PART VI 


CONCLUDING COMMENTS 


A great many submissions have been made urging a wide variety of changes in 
railway pension plans and their administration. They vary in importance and I cannot 
address myself to all of them individually, but many of them do require consideration 
and response. 


Many suggestions were made that in my judgement should be handled through 
established collective bargaining procedures. These include provisions for relating rail- 
way pension plans to the CPP/QPP (integration vs. stacking), provisions for credit for 
wartime service, vesting provisions, basing pensions on the best year’s earnings, rather 
than on a five-year average, early retirement without penalty of age fifty-five and thirty 
year’s service, provisions for handling deficiency payments and the re-opening of the 
1959 C.N.R. Plan, and 2% for ail years of service. 


A number of problems were raised that are in my judgement beyond my terms of 
reference. Among these are the pension conditions under which employees of the New- 
foundland Government Railway were transferred to the C.N.R. when Newfoundland 
joined Confederation. This appears to be a grievance against the Government of New- 
foundland. 


A very serious and complex problem was raised concerning the conditions under 
which the Intercolonial and Prince Edward Island Railways were transferred to the 
CNR. It also involves the I.P.E.I. Employees’ Provident Fund which contains provi- 
sions concerning death before retirement, survivor benefits, and forfeiture terms that 
appear unjust and inequitable. It is my understanding that the Act setting up the Pro- 
vident Fund was an Act of the Government of Canada and that the C.N.R. does not 


have the power to change it. 


In my judgement, the matter is outside my terms of reference and I do not know 
which agency of government is responsible. I can only urge that prompt and serious 
attention be directed to this unfortunate situation. 


Under my terms of reference, provision was made for appointing a panel of inde- 
pendent, qualified actuaries to advise me with respect to item 4 and with respect to the 
cost of any findings and recommendations I might make. At the outset of my work, I 
approached three outstanding individuals who agreed to serve in this capacity. How- 
d it became apparent that the extensive actuarial and tech- 
mendations would be based would, by its nature, be 
f my Inquiry. In the circumstances, it seemed inap- 


ever, as my work progresse 
nical work upon which my recom 
unavailable until towards the end o 
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propriate to further delay submission of my report to provide for another level of actu- 
arial assessment, however desirable and beneficial that might have been. I have also 
been influenced in this matter by the careful and thorough work done by Paterson, 
Cook Limited on behalf of the Commission and the close co-operation they have 
received from the consulting actuaries to the C.N.R. and the C.P.R. The provision of 
sensitivity studies indicating a range of actuarial assumptions and costs should go a 
long way to resolving any differences in opinion, which might otherwise have been 
done by a panel of actuaries. It should also be pointed out that Dr. Phelim Boyle who 
advised me on a number of matters is himself a qualified actuary. All of these factors 
seemed to mitigate against activating the actuarial panel. 


My Inquiry has of necessity concentrated on the pension problems of the two 
major railways and their various individually and jointly-controlled subsidiaries. I 
have given little thought for example, to the pension plan of the Algoma Central Rail- 
way Company. In situations of this kind there are traditional relationships and I 
assume they will continue to prevail. 


As J indicated at the beginning of my report, many misconceptions exist concern- 
ing the operation and administration of railway pension plans. It is true for example, 
that the C.N.R., prior to 1960, followed a terminal-funding method in making its con- 
tributions to the pension fund. It is also true that changes in actuarial assumptions led 
to a reduction in the unfunded liability of approximately $371 million. I can only state 
to those who believe otherwise that these changes do not in any way reduce the Com- 
pany’s obligations under the pension plan. 


Throughout my report I have tried to make my findings and observations as clear 
and as concise as possible in the hope of reducing misconceptions and misunderstand- 
ings. I have also attempted to conduct a thorough and painstaking study, so that prob- 
lems could be identified and effective solutions found. I trust that I have succeeded in 
this task. 


It remains for me to express my appreciation to those who have assisted me in my 
Inquiry, Paterson, Cook Limited, Dr. Phelim Boyle, Dr. John Evans, Miss Sharon 
Katz and Mr. Dennis Van Westerborg. I am indebted to them for their contributions, 
but I alone must accept responsibility for the results. 


I should also express my appreciation to the C.N.R., the C.P.R."CR.L A siand 
their actuaries for their co-operation and to all of those making submissions to my 
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Inquiry - C.R.E.P.A. and many pensioners associations and individuals, both employ- 
ees and pensioners. Finally, I would like to thank the many pensioners for their 


patience and understanding during my Inquiry. 


All of this is respectfully submitted, 


Dr. Noel A. Hall 
Commissioner 


Dated at Vancouver this 8th day of September, 1976 
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APPENDIX 1 


CLASSIFICATION AND ANALYSIS OF COMPLAINTS 
RECEIVED BY THE COMMISSION 
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CLASSIFICATION OF COMPLAINTS FROM INDIVIDUAL PENSIONERS 


Nature of Complaint or Suggestion 


Inflation has made pension inadequate 

C.P.R. pensions (unlike (C.N.R.) never been escalated, 
particularly those before 1956 

Pension improvements applied to actives but not to 
pensioners 

Unions represent actives rather than retired 

C.R.L.A. thought to represent pensioners best 

C.P.R. pension incommensurate with service rendered 

No pension credit for war service, layoffs, or for 
other technicalities 

C.P.R. pension fund thought to be poorly invested or 
managed 


Miscellaneous 


Neglect of C.P.R. pensioners by both unions and 
management 

Pensions should be removed from collective 
bargaining 

Pensions should be negotiated 

C.P.R. pension not portable 

Newfoundland Government penalized those who joined 
C.N.R. plan 

Loss because C.P.R. pension based on last 10 years 
rather than 5 

Forced to contribute on English rather than Canadian 
pay; lower C.P.R. pension 

No interest on returned C.P.R. contributions before 
1972 

No survivor pension for older C.P.R. pensioners 


Widow’s C.P.R. pension should not cease on remarriage 


TOTAL 


Frequency of 
Complaint 


24 


23 


WN Dn NY 


| 
l 


85 


NOTE 
1. Number of complaints: CoPRe = Sil 
C.N.R. = 
Other = 1] 
TOTAL 3 


2. Some pensioners have lodged more than one complaint. 


COMPLAINTS FROM INDIVIDUAL EMPLOYEES 


Nature of Complaint or Suggestion 


Pension not as good as C.P.P. or civil service. 


Lower retirement age urged (said to ease unemployment) 


Fully indexed pensions urged 

Survivor pensions of 70% — 100% urged 

Opposed to C.P.P. Integration 

Compulsory C.N.R. plan is undemocratic; should be 
optional 

Railway pensions should be uniform; the best should 
prevail 

Employees need more information on pension changes 

Has 35 years’ service, yet not eligible for even 
early retirement 

Job abolished after 25 years’ service but before 
pensionable age 

C.P.R. pension credit denied on technicalities 

War service should be credited 

Inequality of treatment alleged in early retirement 
between management employees and rank-and-file 

Unions and insurance companies control pensions 

Unions lack the power to represent pensioners 

Unions trade off pension benefits for pay increases 

C.P.R. pension not portable 

Inflation erodes pensions 

C.P.R. pension inadequate 

I.P.E.I. plan lacks survivor benefit 

Post-retirement employment should not be penalized 


TOLAL 


Frequency of 
Complaint 


[SSW Les esy PSs 


137 


ae 
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INOUE. 
Number of complaints: GANSRE = gy 
CPA. = 4 
N.A.R. = 2 
TOTAL oles 
EMPLOYEE GROUPS OTHER THAN UNIONS 
Frequency of 
Nature of Complaint or Suggestion Complaint To 
Fully indexed pensions urged D 20 
Opposed to C.P.P. integration 2 20 
Opposed to compulsory vesting 1 
2% urged for every year of service to maximum of 70% ] 
Pension should be based on best single year rather 
than 5 years l 
Early retirement urged without penalty at age 55 and 60 
30 years 1 
Survivor pensions of 100% urged l 
Mistrust alleged between employees and both C.N.R. 
and unions l 
TOTAL 10) 100% 
NOTE 
2 groups: Shipley et al; Lauzier et al. 
COMPLAINTS FROM WIDOWS 
Frequency of 
Nature of Complaint or Suggestion Complaint % 
Widow’s pension inadequate 8 36 
100% widow’s pension urged l 4.5 
C.P.R. pension denied because less than 5 years since 
marriage 4 18 
C.N.R. pension denied because less than 3 years since 
marriage l 4.5 
Objection to C.P.R. rule when widow 10, 15 years younger BD ) 
3 14 


Older C.P.R. pensioners excluded from plan improvements 
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C.P.R. pension compares unfavourably with C.N.R. l 3) 
C.N.R. pension denied after husband injured 
(railway’s fault) 1 14 
I.P.E.I. pension never received although contributions 
made 
TOTAL 22 100% 
NOTE 


Number of complainents: 16 individuals and C.R.E.P.A. 
COMPLAINTS FROM DISABILITY PENSIONERS 


Frequency of 


Nature of Complaint or Suggestion Complaints Jo 
Disability pensions inadequate 2 50 
Wife excluded because not married 3 years at 

retirement ] ANS 
1975 improvements should be extended to those who 

retired before age 65 l 25 

TOTAL as 100% 

NOTE 


Number of complainants: 4 
COMPLAINTS FROM NON-CONTRIBUTORS 


Frequency of 
Nature of Complaint or Suggestion Complaints % 


Non-contributors’ pension should be increased 4 40 
C.P.R. pension denied after 23,35, 49 years’ 


TOTAL 


service because last re-entry was after age 40 2 30 
Objection to excluding those over 40 from the plan /} 20 
Wants 1959 C.N.R. plan re-opened so he can join wy a 

10 100% 


NOTE 


Number of complainants: 9 pensioners and employees; | union local. 
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COMPLAINTS FROM UNIONS (22 LOCALS) 


Nature of Complaint or Suggestion 


Fully indexed pensions urged 

Survivor pensions of 75% urged 

Opposed to C.P.P. integration 

Early retirement urged without penalty at age 55 
after 30, 35 years 

Pension improvements should be extended to retired 
as well as actives 

Supporting C.R.E.P.A. brief 

Pensions should be removed from collective bargaining 

Pensions should be bargained collectively 

Employee rather than General Chairmen representation 
urged 

Pensioner representation urged at bargaining table and 
on pension committee 

Government trustee urged for railway pensions 

Railway pensions should be uniform 

Procedure urged for purchasing credit for 
layoffs 

Pension credit for war service urged 

Illness reduces pension credit 

Income-averaging annuitities proposed for higher-paid 
employees 

Pension should be based on best 5 years 

Pension should be based on best 3 consecutive years 

2% urged per year of service up to 35 

Opposed to D.N.R. maximum of 70% 

2% urged per year of service before 1956 

Equal employer-employee contributions urged 

5% contributions proposed 

Compulsory retirement proposed at age 60 

Pension should not cease on widow’s remarriage 


TOTAL 


Frequency of 
Complaint 


16 
1 


— Ww 


Jee Rene nene 


% 


wp 


30 
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COMPLAINTS FROM 34 PENSIONERS GROUPS 


Frequency of 

Nature of Complaint or Suggestion Complaint % 
Survivor pensions ranging from 75% — 100% urged 7 18 
Older pensioners are ignored in favour of actives 13 14 
Fully indexed pensions urged 10 11 
Pensioners rather than General Chairmen representation 

urged 8 9 
Pensioners should participate on bargaining pensions 3 + 
2% urged for each year of service, retroactive 7 i 
C.P.R. pensions (and increases) inadequate 6 6 
Pension compares unfavourably with C.N.R. 5 5 
Pension credit lost during Depression, strikes, war 5 > 
C.P.R. pensions before 1956 never been raised 4 4 
Benefits from non-contributors (before 1935) never 

been raised l 
Opposed to rule that spouse be married 3, 5 years 

before retirement 3 
Opposed to reduction if spouse 10 years younger l 
Widows should not lose pension on remarriage | 
Lack of survivor benefits in I.P.E.I. pensions 2 
I.P.E.I. pensions inadequate l I? 
Forfeiture of contributions on death after retirement 

in I.P.E.I. plan | 
OAS should not be integrated with pension 2 
Opposed to compulsory retirement at age 65 | 
Opposed to early retirement without penalty l 
No way of knowledge whether company contributes Its share 

to fund 
C.N.R. pensions should be administered by Treasury 

Board we _—_ 

TOTAL 24 ue 
COMPLAINTS FROM C.R.E.P.A. (VARIOUS LOCALITIES) 
Frequency of 
Nature of Complaint or Suggestion Complaint %o 
6 13 


Opposed to C.P.P. integration 
Fully indexed pensions urged ; 
2% urged for every year of service (Ind.pre-1956) 


A WN 
— 
— 
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Nature of Complaint or Suggestion 


Survivor pensions of 75% urged 

Pension improvements should not be traded off for wage 
increases 

C.N.R. Pension Board should be independent of Board 
of Directors 

C.N.R. Board of Directors unacceptable as trustees 

Early retirement urged without penalty at age 55 
and after 30 years 

Estimate 70% D.N.R. maximum 

Matched (monthly) company contributions urged 

Negotiated contributions urged 

Permit members of the fund to borrow up to 85% of 
contributions at nominal interest for purposes 
such as home-buying 

Railway pensions inferior to civil service 

Fund losses alleged through “deliberately poor investments” 

Fund investments should be (semi)-annually disclosed 
to members 

Pension should be based on best 3 years rather 
than 5 

Provision proposed for “buying back”’ war service 
credit 

Compulsory retirement at age 65 urged 


TOTAL 


Frequency of 
Complaint 


4 


4 


Tae LO OES) 


% 


38 


100% 


APPENDIX 2 


DETAIL OF EMPLOYEE DATA, OBSERVATIONS ON 
QUALITY, SAMPLING METHODS AND TESTS 
OF RELIABILITY - C.N.R. PLANS 
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Commission of Inquiry into Railway Pension Plans 
Examination of the Employee and Pension Data 


The valuation tapes we received contained 140 columns of information per record 
and the retirement, death and termination tape contained 512 columns per record. 
Some of the information was not relevant for purposes of our assignment and we were 
able to reduce the amount of information per record when we created our valuation file 
and our “‘exit”’ file from the tapes. 


The active member records in our valuation file contain 18 distinct items of 
information such as identification number, date of birth, date of employment, earnings, 
contributions, age and marital status, codes for employment status, location, division 
and plan. 


The pensioner records in our valuation file contain 31 distinct items of informa- 
tion per record describing the vital statistics of the pensioner and/or beneficiary, the 
amount of pension, the allowable service on which it was based, and the contractual 
form of the pension. 


The retirement, death and termination records in our “‘exit’’ file contain nine dis- 
tinct items of information describing vital statistics, employee classifications and the 
cause and date of the “‘exit’’. 


We examined the information on the files by printing out all of the information 
contained in random samples and samples of records taken from near the front, the 
middle and the end of each of the tapes and corresponding samples from our valuation 
and exit files. These samples were examined in detail. 


From the December 31, 1974 tapes we then determined how many missing entries 
there were in each of the columns and took column totals for each item of information. 
We also analyzed the various codes and determined which of the employee groups, 
divisions, etc. were represented in the 1959 plan active file and how many members 
were in each such classification. 


Numerous questions arose during these examinations and we obtained additional 
explanations by phone from the CN and their actuaries on a number of occasions. 


We then reconciled important details on the 1973 and 1974 files for random sam- 
ple groups of records. 


With the exception of the dead pensioner records and a relatively small number of 
invalid records which we deleted, we have found the valuation records to be generally 
reasonable and consistent, on the basis of the tests we have applied. Unfortunately, we 
were not able to reconcile the exit records closely with the valuation records. 
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The following paragraphs describe the more important findings from our exami- 
nation of the data. 


Tape 1 (P5974) — Active Canadian 
File as at December 31, 1974 


This file contained information on active Canadian Rail, Hotel and Telecommuni- 
cation Division employees only (76,607 records). 


The first 270 records did not follow the regular age order sequence of the rest of 
the file and were generally incomplete (138 missing birth dates, 135 missing entry 
dates, 264 missing annual rate of earnings, 186 missing actual 1974 earnings, and a 
number of codes and other information missing). 


Considering the time available to us and the relatively small number of records 
involved, we eliminated the first 270 records from our file and therefore worked from a 
data base of 76,337 active Canadian records. We were advised by the actuaries retained 
by CN that the first 270 records were probably employees who entered the plan in 
1974. The remaining data base contained full information on all dates of birth and 
entry and virtually all earnings information. Before deleting the 270 records, we exam- 
ined a number of the codes. Tabulations of the group, change and position codes and 
missing information based on all 76,607 records on the original tapes are as follows. 


Number 
Code Classification of Members 
1. Group Codes 
0) Code not recorded 160 
1 Schedule (union members) 59,994 
2 Non-schedule 3,495 
3 Middle management 8,521 
4 Probationary 56 
5 Senior management 1,024 
6 Schedule — administrative 8135,7 
Total 76,607 
Number 
Code Classification of Members 
2. Change Codes 
0 Code not recorded SS) 
01-07 Terminated, deceased or retired NIL 
OSS Leaves, suspensions, layoffs 2,892 
20-43 Active employees 63,977 
44-99 Miscellaneous (active) 6,515 
76,607 


Total 
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Number 
Code Classification of Members 
3. Position Codes 

0 Code not recorded 176 

1 Permanent — regular 76,294 

2 Permanent — regular relief NIL 

3 Permanent — part-time relief 

4 Regular — seasonal 85 

5) Temporary relief 8 

6 Temporary — additional work 43 

Total 76,607 

Number of 

Code Classification Zero Entries 

4. Summary of Missing 

Information 

2 Sex and Marital 139 

3 Group 160 

4 Change Code 33) 

5 Position 176 

7 Y/M/D of Birth 138 

10 Y/M/D of Entry (Hire) 135 

12 CPP Duration 260 

13 1974 Earnings le 

14 Contributions with Interest 5,428 

16 Annual Earnings 264 

17 Annual Contributions 264 


Notes re Missing Information 


1. Most of the zero earnings figures were for employees on leaves, layoffs and 
suspensions. 


2. Virtually all of the zero contribution records were for employees in their first 
six months of employment. 


3. Virtually all of the remaining zero entries were from the first 270 records, 
which we eliminated from our file. 
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Tape 3 (R74) Pensioner File as at December 31, 1974 


This file contained information on pensions payable to pensioners, widows and 
estates. 


A large number of records on this file represented pensioners who had died prior 
to 1974 but whose records were retained on the file. There were also a number of 
records for pensioners for whom the Government of Canada, rather than CN, is liable 
on the basis of long-standing Agreements and for supplemental pensions, outside of 
the pension plan. These records were eliminated, leaving a data base of 38,307 records, 
including 1,922 records which terminated during 1974 which we used for the mortality 
studies. 


Tabulations of the plan, cause of retirement and type of pension are as follows. 


Number of 
Code Classification Pensions 
1. Plan Codes 
1 1935 Plan contributory 1,244 
2 1935 Plan noncontributory 4,008 
5) 1959 Plan 33,055 
Total 38,307 
Number of 
Code Classification Pensions 
2. Cause of Retirement 
a Age 65 19,833 
2 Death-in-service 4.930 
3 Disability 4,287 
4 Early 8,808 
5 Late 449 
38,307 


Total 
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Number of 
Code Classification Pensions 
3. Type of Pension Codes 

10 Single life guaranteed 5 years 279 
20 Single life guaranteed 10 years 14,715 
30 Single life guaranteed 15 years 40 
40 Single life — no guarantee 6,096 

50 Joint and last survivor — 
no guarantee Dil 

32 Joint and last survivor — 
guaranteed 10 years 16,587 
90 Annuity certain 493 
other Miscellaneous 6 
Total 38,307 


Tape 5 (P3574) — 1935 Plan File Plus Supplemental Information 
as at December 31, 1974 


This file contained information on 1935 plan active members, 1959 plan active 
U.S. members, and deferred pensioners in both plans, as well as supplemental informa- 


tion on active Canadian non-Rail employees. 


These records were split into the basic 1935 plan active file (7,531 records) and 
the following miscellaneous files: 


1. 1935 Plan Hotel Employees supplement — 102 records. 
2. 1935 Plan Telecommunications Employees supplement — 207 records. 
3. 1935 Plan Deferred Pensioners — 184 records. 


4. 1959 Plan Hotel and Telecommunications Employees supplement — 5,316 
records. 


5. 1959 Plan Deferred Pensioners — 625 records. 
6. 1959 Plan U.S. Employees — 491 records. 
There was some overlapping of records on these files. The Hotel and Telecommu- 


nications workers were duplicated on the basic active files, coded as Canadian Rail 
employees. 


ihe 


a 


ay 
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Tabulations of the group change and position codes, and missing information on 
the 1935 plan active file are as follows. 


Code 


Group Codes 
0 


RnMnPWNY 


Code 


Change Codes 


0 
01-07 
10-15 
20-43 
44-99 


Code 


Position Codes 


Classification 


Code not recorded 
Schedule (union members) 
Non-schedule 

Middle management 
Probationary 

Senior management 
Schedule — administrative 


Total 


Classification 


Code not recorded 

Terminated, deceased or retired 
Leaves, suspensions, layoffs 
Active employees 
Miscellaneous (active) 


Total 


Classification 


Code not recorded 
Permanent — regular 
Permanent — regular relief 
Permanent — part-time relief 
Regular — seasonal 
Temporary relief 

Temporary — additional work 


Total 


Number 
of Members 


11 
6,675 
104 


Number 
of Members 


499 
NIL 
996 
5,734 
302 


Tse 


Number 
of Members 
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Code Classification 


4. Summary of Missing 


Information 
2 Sex and Marital 
3 Group 
4 Change Code 
5 Position 
7 Y/M/D of Birth 
10 Y/M/D of Entry 
13 1974 Earnings 
14 Contributions with Interest 
16 Annual Earnings 
17 Annual Contributions 


Exit File — 1974 


Number 
of Members 


This file contained information on active members who left the 1959 Plan or the 
1935 Plan in 1974 (17,417 records). A reconciliation of the 1959 Plan experience file 


and of the total exit file is as follows: 


1959 Plan Experience File 
Used for experience studies: 
— age retirements 
— disability retirements 
— deaths 
— terminations 
Total included in experience studies 
Excluded because not full-time permanent employees 
Excluded because date of birth missing 
Total 1959 Plan experience file 


Total 1935 Plan experience file 


Total exit file 


Number of Records 


1,081 
254 
314 

7,067 


8,716 
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Section 2 - Employee Data 
Examination of Data — General Observations 


We obtained magnetic tapes containing the basic employee and pensioner data for 
an actuarial valuation from the Montreal office of William M. Mercer Limited, the 
actuarial firm retained by the CNR. 


They provided us with six tapes: 


1. Active Canadian members of the 1959 plan as at December 31, 1974 — 76,607 
records.' 


2. Active Canadian members of the 1959 plan as at December 31, 1973 — 71,234 
records. ! 


3. All pensioners, widows and estates at December 31, 1974 — 59,932 records.’ 
4. Ail pensioners, widows and estates at December 31, 1973 — 55,803 records.’ 


5. All active members of the 1935 plan as at December 31, 1974 - 7,531 
records. * 


6. All active members of the 1935 plan as at December 31, 1973 — 7,194 
records. 


7. Retirements, terminations and deaths from both plans during 1974 — 17,427 
records. 


The December, 1973 files which we received had been used by the CN’s actuaries 
for actuarial cost estimates and had been subject to considerable editing and testing. 
The December, 1974 files had not previously been used for cost estimates and had been 
subject to only limited editing and testing. 


We conducted a number of tests on the data, as discussed below and in Appendix 
B, to test for general reasonableness and for internal consistency of the data. No inde- 
pendent audit of the data has been made to test for completeness of the data or to check 
any of the computerized records against source documents. 


' Data on special groups of members in the 1959 plan such as deferred pensioners, U.S. employees and 
employees of vivisions other than Rail were included on the 1935 tapes. 

> The pensioner tapes contain several thousand records for deceased former pensioners and others for whom 
the 1935 and 1959 pension plans are not liable. In total, there were 36,385 valid records for CN pensions as 
at December 31, 1974. 

} There were more 1935 plar 
omissions in the December 


1 active records at December 31, 1974 than at December 31, 1973 due to some 
31, 1973 records which were detected by CN during 1974 and added to the file. 
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We initially asked for data spanning a four- or five-year period for purposes of 
examining rates of mortality, turnover, salary increases and other experience under the 
plan. Unfortunately, only year-end 1973 and 1974 data was available and our experi- 
ence analysis is therefore limited to one year. The information on one year is still useful 
but is less valuable than information covering a longer time span. 


Data Problems 


The CN employee data files are large and cumbersome. The valuation data is kept 
as only one part of a much larger multi-purpose personnel and payroll data file. In 
designing the data system, it appears that a number of compromises have been made in 
an attempt to accommodate the several purposes of the file. 


Experience data on the active members is produced annually by CN for most but 
not all of the employee groups covered by the pension plan. This experience data 
includes statistics, by age, on employees who terminate their active status through 
death or termination of employment but not on those who retire. In order to obtain 
experience Statistics for all active members on all causes of terminating active status, 
we requested and obtained, from CN, a separate computer tape with information on 
employees who terminated active status during 1974. This tape was in a different 
format from the valuation tapes we had been provided earlier, although the data came 
from the same file system, according to the information we received from CN. 


We encountered a number of difficulties and discrepancies with both the valuation 
data and the experience data due to the design of the file system and the manner in 
which it appears to be administered. Examples of these difficulties and discrepancies 
are discussed below. A description of the procedures and tests we applied is contained 
in Appendix B. 


Valuation Data 


There appears to be several hundred older records (members who had joined the 
plan from | to 20 years earlier) missing from the December 31, 1973 active file and a 
few hundred missing from the December 31, 1974 file. The first two to three hundred 
records in the active file are so incomplete that they are useless for valuation purposes. 
Some data is missing, some mislabelled. The documentation describing the files is not 
kept up-to-date. 


The pensioners and survivors file contains thousands of dead records and 
records of pensions for which the CN 1935 and 1959 pension plans are not liable. 
This file contains no record of past earnings, contribution deficiencies, or original 
amounts of pension. New pensioners and widows are given new identification 
numbers and no cross-reference is kept of the previous active number. 


The deferred pensioner file contains no record of earnings or of the amount of the 
deferred pension. 


Eos 


Each of these items taken separately may not appear too serious but taken collec- 
tively they indicate possible errors or omissions of as much as 1% or 2% of the file, 
they make the files very difficult to reconcile externally to other sources of data or 
internally from one year to the next, they do not permit an accurate valuation of cur- 
rent deferred pension liabilities nor do they permit easy analysis of the cost of possible 
changes in benefits for pensioners and survivors. 


Experience Data 


The analysis of mortality experience among pensioners and survivors was con- 
ducted using only the December 31, 1973 and December 31, 1974 valuation files and 
assuming central occurrence of deaths in 1974 (i.e., assuming that all of the deaths 
occurred at July 1, 1974). The analysis of active life experience in 1974 required the 
December 31, 1973 and December 31, 1974 valuation files plus additional information 
on date of exit from active status and reason for exit (death, termination of employ- 
ment, disability retirement, or other retirement) from the “exit” file which was pre- 
pared by CN at our request. 


TABLE 2 
RECONCILIATION OF DECEMBER 31, 1973 AND 1974 


VALUATION FILES — CN 1959 PLAN — 
ACTIVE CANADIAN EMPLOYEES 


Total records at December 31, 1973 71,234 
LESS: unacceptable records 204 

Acceptable records at December 31, 1973 71,030 
PLUS: 1974 new entrants V7312* 
LESS: 1974 exits 120037 > 

Acceptable records at December 31, 1974 76,337 


We encountered three types of data problems with the active life experience data: 


— missing information on some of the records 


* Consists of: 12,540 who contined active at December 31, 1974 
4,772 who subsequently terminated in 1974 
17,312 total new entrants in 1974 
33 who were active members at December 31, 1973 
72 who entered the plan in 1974 
12,005 total exits in 1974 


**Consists of: 
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— some 1959 plan data coded as 1935 plan data 
— serious reconciliation problems. 
Reconciliation of experience Data 


The experience tape contained 11,028 records listed as being 1959 plan records. 
From this number, we deleted 136 records of employees who were listed on the experi- 
ence file as other than full-time permanent employees and who were not included on 
the December 31, 1973 valuation file. We then isolated the 4,772 records for members 
who entered in 1974 and subsequently ceased active membership in the same year, 
leaving 6,120 records which we tried to reconcile against the valuation files. 


Unfortunately, when we tried to reconcile (a) the number of records removed 
from the valuation file between December 31, 1973 and December 31, 1974 (72233) 
with (b) the number of records of active members at December 31, 1973 who were on 
the 1974 exit file (6,120), we found an unreconciled net difference of 1,113 records, as 
follows: 


Number of records in both (a) and (b) 5,529 
Number of records in (a) but not in (b) 1,704 
Number of records in (b) but not in (a) 591 
Net difference between (a) and (b) ets, 


To put his in perspective, a reconciliation of the December 31, 1974 valuation file 
is Shown in Table 2, opposite. 


The 591 records in (b) but not in (a) can be explained as being members who ter- 
minated active status toward the end of 1974 but whose change in status had not been 
processed through the administrative system in time to be deleted from the December 
31, 1974 valuation file when it was prepared in early 1975. These 591 records were 
shown properly as 1974 exits on the “exit” tape which was prepared at our request in 
the fall of 1975. 


In order to formulate a reasonable explanation of the 1,704 records in (a) but not 
in (b), we sent CN a list of 70 record numbers, including 45 of the record numbers, 
selected at random, out of the 1,704 unexplained records. We requested their staff to 
trace each of these records through their files for an explanation. The results of tracing 
the 45 records were as follows: 


— still active at December 31, 1974 13 
— terminated active status before 1974 12 


— terminated active status in 1974 2 
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— terminated active status — date unknown 13 
— record could not be traced 5 
45 


Thus, out of the 45 records which were in (a) but not in (b), 13 should not have been in 
either (a) or (b), 12 should not have been in either (a) or (b) but their presence in (a) 
may be explained as above by the delay in processing changes of status through the 
administration system, 2 should have been included in both (a) and (b), and 18 cannot 
be found under the present administration and file systems. 


Fortunately, for analytic purposes, the experience rates of exit calculated using 
data from the “‘exit”’ file for the numerators and data primarily from the valuation files 
for the denominators will consistently understate the actual rates of exit experienced in 
1974 since changes to the numerators of the calculated rate have far more impact than 
changes to the denominators and the exit file definitely seems to understate the numer- 
ators. 


Because of the difficulty in tracking down the unreconciled records, it is difficult 
to estimate the degree of understatement or whether the understatement is proportion- 
ate at all ages and for all types of exit. However, further examination indicates that the 
understatement seems to apply, at least to some degree, at all ages and to each type of 
exit. 


More specifically, reference to the number of new disability pensioners and other 
pensioners entering the pensioner files in 1974 indicates that the rates of disability and 
of other retirement computed using the “exit” file may understate the actual rates by as 
much as 25% and 9%, respectively. 


In interpreting the results of the active file experience analysis, we have therefore 
considered the 1974 experience rates of exit to be rough guides to the actual rates, and 
consistently on the low side of the actual rates. In forming our opinion as to reason- 
able valuation assumptions of active life exits, we have had to give more weight than 
normal to general population experience and experience under other employee groups. 


Opinion Re Employee Data 


In our opinion, on the basis of such tests as we have applied, the December SHE 
1974 valuation data on the 1935 and 1959 plans appears reasonable for use as the input 


+ The “exit” file did not distinguish disability retirements from other retirements. We segregated the disabil- 
ity retirements from the others using the lists of individual disability benefits approved and recorded in the 
CN Pension Board minutes. The use of this separate source of information introduced an additional source 


of inconsistency in the data on disability retirements. 
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data for the comparative cost estimates requested by the Commissioner. Apart from 
the discrepancies noted above, we have no reason to believe it is either incomplete or 
inaccurate in any material respect. Without an independent audit, however, we are 
unable to express an independent opinion relating to the overall sufficiency or reliabil- 
ity of the valuation data. 


In our opinion, on the basis of such tests as we have applied, the 1974 active life 
experience data is not acceptable on its own as a representation of the terminations 
from active status which occurred in 1974. Because of time constraints, we have found 
it necessary to proceed with the cost estimates using active life demographic assump- 
tions which have been selected without the benefit of completely reconciled active life 
experience data. 


Recommendation 


On the basis of our experience working with the CN pension plan data system 
over the past few months, we recommend to the Commissioner that he include in his 
report a recommendation that the system of maintaining and processing the pension 
plan employee records be analyzed in depth and improved as necessary to provide 
greater accuracy, easier audit and reconciliation of records, efficient and prompt prod- 
uction of membership statistics and analysis of experience, and greater flexibility and 
speed in preparing actuarial valuations and cost estimates for possible plan amend- 
ments under consideration from time to time. 


Section 5 - Choice of Actuarial Methods and Assumptions 


In this section we discuss the choice of methods of valuation to be used for both 
the assets and liabilities of the plan and the actuarial assumptions to be adopted. 


Sampling Procedure 


To achieve reasonable economy and efficiency of data processing witheout materi- 
ally reducing the quality of the estimates of liabilities and costs, we propose to conduct 
a thorough valuation of the liabilities for random samples of records of sufficient size 
to ensure representative results, and to generalize the results for the total plan from the 
valuation of th- random samples. 


We have generated December 31, 1974 random samples of 2,500 records from 
each of the 1959 plan Active Canadian file (76,337 records) and the pensioner files 
(38,307 records) and a random sample of 1,000 records from the 1935 plan file (7,531 
records). 


Appropriateness of the Sample 
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To test how representative our samples were, we compared a number of statistical 
measurements from the samples with the corresponding statistical measurements from 
the total files shown in Tables 6 to 11, opposite. 


CN VALUATION SAMPLE FILES 


99% CONFIDENCE INTERVALS FOR THE 
MEANS OF SELECTED VARIABLES 


VARIABLE 


CN 1959 PLAN ACTIVE 
CANADIAN FILE 
Age 
Service 
Actual 1974 Earnings 
Annual Rate of Earnings 
Proportion of Males 


CN PENSIONER AND 
SURVIVOR FILE 
Monthly Pension 
Age 
Years Retired 
Proportion of Male 
Pensioners 
Proportion of Female 
Pensioners 
Proportion of In-Service 
Widows 
Proportion of Pensioner’s 
Widows 
Proportion of Disabled 
Proportion of Estates, etc. 


CN 1935 PLAN ACTIVE FILE 
Age 
Service 
Actual 1974 Earnings 
Annual Rate of Earnings 
Proportion of Males 


TABLE 12 


INTERVAL 


38.42 — 39.80 
13.56 — 14.80 
$10,746 — $11,232 
$10,617 — $10,985 
93.0% -— 95.4% 


$187.04 — $204.32 
70.93 — 72.17 
10.258 — 11.022 


53.4% — 58.6% 
1.4% -2.9% 
9.3% — 12.5% 


17.6% — 21.7% 
9.2% — 12.4% 
0.02% — 1.0% 


50.41 — 51.69 
24.00 — 24.94 
$ 9,192 — $ 9,893 
$ 9,224 —$ 9,676 
97.0% - 99.4% 


TOTAL FILE 


39.26 
14.35 
$10,932 
$10,827 
93.9% 


199.50 
71.24 
10.27 


56.0% 
2.3% 
10.5% 


19.1% 
11.2% 
0.9% 


Sti! 
24.63 
$ 9,560 
$ 9,432 
97.8% 
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Statistical theory tells us that, based on the size of the total files and the mean 
value and standard deviation of our samples, in 99 samples out of 100 the means of the 
total files will fall within the ranges shown in Table 12, opposite. 


The fact that the means of the total files fall within the 99% confidence intervals 
for each of the variables tested, together with a visual comparison of the statistics in 
Tables 6 to 11, leads us to conclude that our samples are reasonable. 


The use of random samples is not a common procedure for use in actuarial valua- 
tions of pension plans in Canada. However, considering the number of independent 
records established under the plan and the procedure is, in our opinion, appropriate 
for this purpose and consistent with the degree of accuracy inherent in actuarial valua- 
tions and cost estimates. 


APPENDIX 3 


DETAILED ANALYSIS OF RUN #1-C.N.R. PLANS 
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Commission of Inquiry into Railway Pension Plans 


Detailed Analysis of Run #1 


Run #1 is a summary of the results of an actuarial valuation of the CN Pension 
Plans as at January 1, 1975 based on the actuarial assumptions and methods described 
in Sections 2 and 3. The provisions of the plans as at January 1, 1975 are briefly sum- 


marized in Appendix A. 


The following table presents the balance sheet results of Run #1 in more detail 


than is presented in Table 5. 


BALANCE SHEET WITH RESPECT TO 
SERVICE TO DECEMBER 31, 1974 


(in millions of dollars) 


1935 Plan 


1. Accrued liabilities with respect 
to active members for benefits on: 
Retirement $5 
Disability 
Death Before Retirement Y 
Termination of Employment - 


Active members’ contribution 

accounts under Rule 115 and 

Rule 144, and liability for 

Company contributions under 

Rule 115 8 


LESS: Members’ contribution 
deficiencies — 


Accrued liabilities with respect 
to active members $14 


2. Value of pensions in payment 16 


3. Liability with respect to de- 
ferred pensions 


4. Total accrued liabilities 


5. Assets 


1959 Plan 


$1,452 

207 

io 
(192) 5s 


35) 


$1,511 


ei) 


Total 


$1,457 
208 

WS 
(192) 


@5) 


$1525 
595 


us 


$2,122 


1,020 


1935 Plan 


6. Unfunded liabilities 
Item 4 — Item 5 


7. Funded ratio 
(Item 5~+Item 4) x 100% 


8. Annual amortization payment for 
30 years 


1959 Plan 
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Total 


$1,102 


48% 


$ 98.1 


The following table presents an analysis of the current service contribution rate in 


more detail than is presented in Table 5. 


CURRENT SERVICE “NORMAL” COSTS 


1935 Plan 
% of 
1935 Plan 
Payroll 
1. Current service costs for benefits 
on: 
Retirement 0.18% 
Disability 0.07% 
Death Before Retirement 0.09% 
Termination of Employment 
2. Members’ current money-purchase 
contributions and liability for 
current Company contributions 
under Rule 115 0.95% 
3. Total current service contribu- 
tions 
Item 1 + Item 2 1.29% 


* Less than $0.5 million. 


**The “entry age normal” level contributi 
utions from entry age to retirement age. 
normal contribution rate are more than su 
therefore build up reserves to finance the higher costs of accrua 
nation component of the contribution is less than sufficient a 
the older ages and therefore builds up negative reserves. 


1959 Plan 
% of 
1959 Plan 
Payroll 


7.38% 
1.25% 
0.60% 
2.64% 


11.87% 


Total 
% of 


Combined 


Payroll 


6.80% 
1.15% 
0.56% 
2.44% 


0.08% 


11.03% 


on rates are designed to finance a// of the benefits by level contrib- 
The retirement, disability and death components of the entry age 
fficient to finance the benefit accruals at the younger ages and 
ls at the older ages. Conversely, the termi- 
t the younger ages and more than sufficient at 
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1935 Plan 1959 Plan Total 
% of % of % of 
1935 Plan 1959 Plan Combined 
Payroll Payroll Payroll 
4. Members’ current contributions 0.55% 5. 19% 4.83% 
5. Company contributions 
Item 3 - Item 4 0.74% 6.68% 6.20% 


The Company’s current service contribution rate as developed above for the bene- 
fits of the current plans can be expected to decline gradually to a long-term rate of 
approximately 5.5% of covered payroll from the effect of future new entrants to the 
plans. This is because the contribution rate developed with respect to the current mem- 
bers reflects the fact that a portion of their pension benefit was credited on the full 2% 
formula, whereas for members who join the plans after the inception of the Canada 
Pension Plan the pension will be integrated with the Canada Pension Plan for all years 
of service. 


The current service contribution rate developed by this valuation at January 1, 
1975 is considerably higher than the rate of 3.3% of covered payroll developed as at 
January 1, 1973 with respect to the members of the 1959 plan. this is attributable to 
both a nuinber of changes in assumptions and in valuation method, and to the 
improvements in the benefit formula as at January 1, 1975 extending the 2% formula 
for service back to January 1, 1935. 


APPENDIX 4 
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Section 6 — Sensitivity Tests 


In addition to the main body of valuation results and cost estimates which have 
been presented in Section 5, we have performed a number of calculations to analyze 
the sensitivity of the results to certain changes in benefit and contribution limits, actu- 
arial method, assumed rates of retirement, and economic assumptions. The results of 
these sensitivity tests are presented below. 


For each sensitivity test, we have examined the effect on only three of the Runs, 
namely Run #1, Run #4 and Run #10. 


Test 1. Introduction of a maximum pension limit of $1,143 per year of service (up toa 
maximum of 35 years) and a maximum employee contribution limit of $2,500 


In any year. 


Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 

Balance Sheet 
Assets $1,020 $1,020 $1,020 $1,020 $1,020 $1,020 
Accrued Liabilities DMD?) 2,069 DSS 2,324 4,224 4,160 
Unfunded Liabilities Oz 1,049 I[k355 1,301 3,204 3,140 
Funded Ratio 48% 49% 43% 44% 24% 25% 
Annual Amortization 

Payment — 30 years % Ol § O82b Sioa SETS9" ES28573 5 $279.6 
Current Service 
Contributions for 1975 
Employee $4507 5 S435) e4On7 $46.7 $46.7 $ 46.7 
Company 

—$ Dono 48.8 59.5 42.2 M5 82.5 

-— % of covered payroll 6.20% 5.41% 6.60% 219% 10.26% | 915% 
Total Company 
Contributions for 1975 

—$ $154.0 $142.2 $180.2 $168.1 $377.8 $362.1 

— % of covered payroll 17.09% 15.78% 20.00% 18.65% 41.92% 40.18% 
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Test 2. No change to benefits but eliminate 35-year maximum period on employee 
contributions for cost estimates involving indexed benefits. 


Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 


Balance Sheet 


Assets N/A N/A N/A N/A $1,020 $1,020 
Accrued Liabilities N/A N/A N/A N/A 4,224 4,224 
Unfunded Liabilities N/A N/A N/A N/A 3,204 3,204 
Funded Ratio N/A N/A N/A N/A 24% 24% 
Annual Amortization 

Payment — 30 years N/A N/A N/A N/A = $285.3 $285.3 


Current Service 
Contributions for 1975 


Employee N/A N/A N/A N/A $ 46.7 $ 46.7 
Company 
-—$ N/A N/A N/A N/A 925 83.4 
— % of covered payroll N/A N/A N/A N/A 10.26% 9.25% 
Total Company 
Contributions for 1975 
-—$ N/A N/A N/A N/A = $377.8 = $368.7 
— % of covered payroll N/A N/A N/A N/A 41.92% 40.91% 


Test 3. Change of actuarial method from “entry age normal” to “current cost 
method’™*. 


*Current cost method — under the “current cost method”, we have changed the method of determining cur- 
rent service costs and accrued liabilities for the 1959 plan (2%) benefits accruing or potentially accruing to 
currently active members of both plans. Under this method, the total (Company and member) current serv- 
ice cost for 1975 per employee is the present value of all estimated benefits to be paid to the member divided 
by the number of years of service from his or her date of plan entry to the estimated date of retirement. The 
accrued liability under this method is determined by multiplying each member's current service cost for 
1975 by his or her number of year of service from date of plan entry to the valuation date (January if 1975). 
This “current cost method” is similar to the method employed for the actuarial valuation of the CN pen- 


sion plans as at December 31,1972 
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Balance Sheet 


Assets 

Accrued Liabilities 

Unfunded Liabilities 

Funded Ratio 

Annual Amortization 
Payment — 30 years 


Current Service 
Contributions for 1975 


Employee 
Company 
—$ 


— % of covered payroll 


Total Company 
Contributions for 1975 


=$ 


— % of covered payroll 


Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 
$1,020 $1,020 $1,020 $1,020 $1,020 $1,020 
222 259 DSS 2,397 4,224 4,225 
1,102 1,139 1355 Sia 3,204 3,205 
48% 47% 43% 43% 24% 24% 
$938.1" “SLOT4 = ($120)7 $122.6 $285.3 $285.4 
$2435, 1 ($5430 S467, 46.7 ($46.7, ($467 
55.9 42.9 59.5 47.3 9255 87.1 
6.20% 4.76% 6.60% 5.25% 10.26% 9.66% 
$154.0 $144.3 $180.2 S169) 25377 8 e370 5 
17.09% 16.01% 20.00% 18.85% 41.92% 41.33% 


Test 4. Doubling the assumed rates of retirement for cost estimates involving indexed 


benefits. 


Balance Sheet 


Assets 

Accrued Liabilities 

Unfunded Liabilities 

Funded Ratio 

Annual Amortization 
Payment — 30 years 


Current Service 
Contributions for 1975 


Employee 
Company 
—$ 


Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 

$1,020) 77S 1020) +$15020 $1,020 $1,020 $1,020 
22 2 oe D375 PIMOS 4,224 4,389 
1,102 1,102 30. [5355 3,204 3,369 
48% 48% 43% 43% 24% 23% 
98-1 $988 $1207 $120:7  13285:8e00.8300.0 
$43.5 $ 435 Seg $46.7 $46.7 $ 46.7 
Sy) 55.9 DIS SSS) 9225 95:6 


— % of covered payroll 


Total Company 
Contributions for 1975 


=) 
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— % of covered payroll 17.09% 


Test 5. Economic assumptions changed to: 


Valuation Interest Rate 
General Salary Increases 


COLA 


YMPE Increase After 1986 


Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 
6.20% 6.20% 6.60% 6.60% 10.26% 10.61% 
$154.0 $154.0 $180.2 $180.2 $377.8 $395.6 

17.09% 20.00% 20.00% 41.92% 43.90% 
1975 1980 1985 
to to and 
1979 1984 Later 
10% 812% 642% 
11% 812% 6% 
8% 52 % 3% 
6% 


i.e., an increase of 1% per annum in the general salary increases and the long- 
term YMPE increases. 


The sensitivity test results on this basis are: 


Balance Sheet 


Assets 

Accrued Liabilities 

Unfunded Liabilities 

Funded Ratio 

Annual Amortization 
Payment — 30 years 


Current Service 
Contributions for 1975 


Employee 
Company 
—~$ 


—~ % of covered payroll 


Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 
$1,020 $1,020 $1,020 $1,020 $1,020 $1,020 

DMD? 2,174 SiS 2,434 4,224 4,297 

iL oy? 1,154 12355 1,414 3,204 SLT 

48% 47% 43% 42% 24% 24% 
$ O81 ($1028) 31207 S12 5:02 So eouemn 2 Olas 

TA. q Shea Ad One obi S07 $ 46.7 $467 $ 46.7 

See 70.9 59.5 75.8 O25 113.8 

6.20% 7.87% 6.60% 8.41% 10.26% 12.63% 
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Run #1 Run #4 Run #10 
Before — After Before After Before After 
Change Change Change Change Change Change 
Total Company 
Contributions for 1975 
—$ $154.0 $173.7 $180.2 $201.7 $377.8 $405.6 
— % of covered payroll 17.09% 19.27% 20.00% 22.38% 41.92% 45.01% 
Test 6. Economic assumptions changed to: 
£27 1980 1985 
to and 
1979 1984 Later 
Valuation Interest Rate 11% IAN 1'¥a% 
General Salary Increases 11% 84% 6% 
COLA 312% 3% 
YMPE Increase After 1986 6% 


1.e., an increase of 1% per annum in the valuation interest rates, the rates of 
general salary increases, and the long-term rates of increase in YMPE. 


The sensitivity test results on this basis are: 


Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 
Balance Sheet ¥ 
Assets $1,020 $1,020 $1,020 $1,020 $1,020 $1,020 
Accrued Liabilities DN) 1,883 POS 2,107 4,224 370 
Unfunded Liabilities 1,102 863 35S 1,087 3,204 2,691 
Funded Ratio 49% 54% 43% 48% 24% 27% 
Annual Amortization 
Payment — 30 years SIS a) 840s 1207 $105.8 $285.3 $261.9 
Current Service 
Contributions for 1975 
Employee S43:5% $ 43559 Sede $ 46.7 $46.7 $ 46.7 
Company 
-$ 3529 Sl. 7/ 5955 54.8 a 82.0 
— % of covered payroll 6.20% 5.74% 6.60% 6.08% 10.26% 9.10% 
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Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 


Total Company 
Contributions for 1975 


- % $154.0 $135.7 $180.2 $160.6 $377.8 $343.9 
— % of covered payroll 17.09% 15.06% 20.00% 17.82% 41.92% 38.16% 


Test 7. Economic assumptions changed to: 


1975 1980 1985 
10 to and 

Lo 1984 Later 

Valuation Interest Rate 11% 912% TY% 
General Salary Increases 11% 8% 6% 
CORA 9% 642% 4% 
YMPE Increase After 1986 6% 


i.e., an increase of 1% per annum in the valuation interest rates, the rates of 
general salary increases, the cost-of-living increases, and the long-term rates 
of increase in YMPE. 


The sensitivity test results on this basis are: 


_ Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 


Balance Sheet 


Assets $1,020 $1,020 $1,020 $1,020 $1,020 $1,020 
Accrued Liabilities 2,122 1,883 2319 2,107 4,224 4,096 
Unfunded Liabilities He 2 863 ase 1,087 3,204 3,076 
Funded Ratio 48% 54% 43% 48% 24% 25% 


Annual Amortization 
Payment — 30 years COs SS 840" 31207 $105:8 $285.3) $299.4 

Current Service 

Contributions for 1975 


Employee S4a58 6435." 3 467 $ 46.7 $46.7 $ 46.7 
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Run #1 Run #4 
Before After Before After 
Change Change Change Change 
Company 
-$ 359 Se) 9). 54.8 
— % of covered payroll 6.20% 5.74% 6.60% 6.08% 
Total Company 
Contributions for 1975 
—$ $154.0), 2S13527- “$1802 $160.6 
— % of covered payroll 17.09% 15.06% 20.00% 17.82% 
Test 8. Economic assumptions changed to: 
1975 1980 
to 
1979 1984 
Valuation Interest Rate 7% 
General Salary Increases 12% 312% 
COLA 312% 31296 


YMPE Increase After 1986 


Run #10 
Before After 
Change Change 


ODS 9397 
10.26% 10.40% 


$377:8 $393.1 
41.92% 43.62% 


1985 
and 
Later 


7% 
S'A% 
312% 

572 


i.e., a change in all of the economic assumptions to level annual rates — 4% 
higher than the “ultimate” rates. 


The sensitivity test results on this basis are: 


Run #1 Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 
Balance Sheet 
Assets $1020 $1,020 951,020 $1,020 $1,020 $1,020 
Accrued Liabilities PAL? 2,094 BS DSS 4,224 3,905 
Unfunded Liabilities 1,102 1,074 [F355 IRS Sy 3,204 2,885 
Funded Ratio 48% 49% 43%, 43% 24% 26% 
Annual Amortization 
Payment — 30 years S981 RS 8316S 108) $104.1 $285.3 $224.6 
Current Service 
Contributions for 1975 
Employee 243-50) $43.5) So 460 $ 46.7 $46.7 $ 46.7 
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Run #] Run #4 Run #10 
Before After Before After Before After 
Change Change Change Change Change Change 
Company 
-$ Boy. 49.7 59.5 52.8 O25 84.5 
— % of covered payroll 6.20% 5.51% 6.60% 5.86% 10.26% 9.38% 
Total Company 
Contributions for 1975 
—$ $154.0 $133.3 $180.2 $156.9 $377.8 $309.1 
14.79% 20.00% 17.41% 41.92% 34.30% 


— % of covered payroll 17.09% 


APPENDIX 5 


DETAIL OF EMPLOYEE DATA, OBSERVATIONS ON 
QUALITY, SAMPLING METHODS AND TESTS 
OF RELIABILITY - C.P.R. PLAN 
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Section 2 - Employee Data 

We obtained magnetic tapes and punched cards containing the basic employee 
and pensioner data for an actuarial valuation from the Montreal office of Towers, Per- 
rin, Forster & Crosby, the actuarial firm retained by Canadian Pacific Limited. 

They provided us with five tapes: 

1. Active members as at January 1, 1975 — 41,635 records. 

2. Active members as at January 1, 1973 — 39,664 records. 

3. All pensioners, widows, and estates as at January 1, 1975 — 24,066 records. 


4. All pensioners, widows, and estates as at January 1, 1973 — 22,912 records. 


5. Retirements, terminations, and deaths during 1973 — 1974 — 18,966 records. 


They also provided us with three sets of punched cards: 
1. All deferred pensioners as at January 1, 1975 — 998 cards. 


2. Deferred pensioners with monthly pensions computed, as at January 1, 
1973 — 667 cards. 


3. Deferred pensioners without monthly pensions computed, as at January |, 
1973 — 162 cards. 


We conducted a number of tests on the data, as discussed below and in Appendix 
B, to test for general reasonableness and for internal consistency of the data. No inde- 
pendent audit has been made to test for completeness of the data, or to check any of the 
computerized records against source documents. 


We initially asked for data spanning a four- or five-year period for purposes of 
examining rates of mortality, turnover, salary increases, and other experience under 
the plan. Unfortunately, only year-end 1972 and 1974 data was available, and our 
experience analysis is therefore limited to two years. In any event, the data spanning 
two years provides us with a significant amount of information concerning the recent 
experience under the plan. 


Data Problems 


In order to obtain experience statistics for all active members on all causes of ter- 
minating active status, we requested and obtained, from Canadian Pacific Limited, a 
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separate computer tape with information on employees who terminated active status in 
1973 and 1974. 


We encountered a number of difficulties and discrepancies with both the valuation 
data and the experience data due to the design of the file system and the manner in 
which it appears to be administered. Examples of these difficulties and discrepancies 
are discussed below. 


A description of the procedures and tests we applied is contained in Appendix B. 


Valuation Data 


There appears to be a discrepancy in the interpretation of the meaning of annual 
“earnings” provided on the January 1, 1973 and January 1, 1975 Active files. The Janu- 
ary 1, 1975 earnings figure for most members represents the rate of earnings as of that 
date, while the January 1, 1973 earnings figure represents the actual earnings during 
1972. Because of this difference, we made compensating adjustments when conducting 
the salary scale studies described in Section 3. 


Experience Data 


The analysis of mortality experienced among widows was conducted using the 
January 1, 1973 and January 1, 1975 pensioner files, and assuming central occurrence 
of deaths during this period (1.e., assuming that all of the deaths occurred at January 1, 
1974). The analysis of active life experience in 1973 — 1974 required the two active files 
plus additional information on date of exit from active status and reason for exit 
(death, termination of employment, disability retirement, or other retirement) from 
the “exit” file which was prepared by Canadian Pacific Limited at our request. 


We encountered two types of data problems with the active life experience data: 
— missing information on some of the records 


— serious reconciliation problems. 


Reconciliation of Experience Data 


The “exit” tape contained 18,966 records, from which we isolated 11,187 records 
for members who both entered and ceased active membership in 1973 — 1974. This left 
us with 7,779 records which we tried to reconcile against the valuation files. 
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TABLE 1 


RECONCILIATION OF JANUARY 1, 1973 AND 1975 
VALUATION FILES —- CANADIAN PACIFIC LIMITED PLAN - 


ACTIVE EMPLOYEES 
Total records at January 1, 1973 39,664 
PLUS: 1973 — 1974 new entrants DI BOM 
LESS: 1973 — 1974 exits 19,420** 
Total records at January 1, 1975 41,635 


Unfortunately, when we tried to reconcile (a) the number of records removed 
from the valuation file between January 1, 1973 and January 1, 1975 (8,233) with (b) 
the number of records of active members at January 1, 1973, who were on the “exit” 
file (7,779), we found an unreconciled net difference of 454 records, as follows: 


Number of records in both (a) and (b) 6,565 
Number of records in (a) but not in (b) 1,668 
Number of records in (b) but not in (a) 1,214 
Net difference between (a) and (b) 454 


To put this in perspective, a reconciliation of the January 1, 1973 and January 1, 
1975 valuation files is shown in Table 1, opposite. 


The 1,214 records in (b) but not in (a) can be explained as being either: 


— members who terminated active status during the period 1973 — 1974, but 
whose change in status had not been processed through the administrative system in 
time to be deleted from the January 1, 1975 active valuation file, or 


— members who terminated active status during 1973 — 1974, who belonged to 
employee classifications not included on the January 1, 1973 active valuation file (i.e., 
leave of absence, layoff, transfers to CN telecommunications, and ship employees). 


In order to formulate a reasonable explanation of the 1,668 records in (a) but not 
in (b), we sent to Canadian Pacific Limited a list of SO record number, selected at ran- 
dom, out of the 1,668 unexplained records. We requested their staff to trace each of 


* Consists of: 10,204 who continued active at January 1, 1975 
11,187 who subsequently terminated in 1973 — 1974 
21,391 total new entrants in 1973 — 1974 

** Consists of: B6m8S who were active members at January 1, 1973 
11,187 who entered the plan in 1973 — 1974 
19,420 total exits in 1973 — 1974 
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these records through their files for an explanation. The results of tracing the 50 
records were as follows: 


— still active at January 1, 1975 1] 
— terminated active status before 1973 10 
— terminated active status in 1973 — 1974 14 
— terminated active status — date unknown 3 
— never in Canadian Pacific Limited Pension Plan 12 

50 


Thus, out of the 50 records which were in (a) but not in (b), 23 should not have 
been in either (a) or (b); 10 should not have been in either (a) or (b) but their presence 
in (a) may be explained by the delay in processing changes of status through the 
administration system; 14 should have been included in both (a) and (b); and 3 cannot 
be categorized precisely. 


Fortunately, for analytic purposes, the experience rates of exit calculated using 
from the ‘‘exit”’ file for the numerators, and data primarily from the valuation files for 
the denominators will consistently understate the actual rates of exit experienced in 
1973 and 1974 since changes to the numerators of the calculated rates have far more 
impact than changes to the denominators, and the exit file clearly seems to understate 
the numerators. 


Because of the difficulty in tracking down the unreconciled records, it is difficult 
to estimate the degree of understatement or whether the understatement is proportion- 
ate at all ages and for all types of exit. However, further examination indicates that the 
understatement seems to apply, at least to some degree, at a variety of ages and for 
both retirement and termination of employment. 


In interpreting the results of the active file experience analysis, we have therefore 
considered the 1973 — 1974 experience rates of exit to be rough guides to the actual 
rates, and consistently on the low side of the actual rates. In forming our opinion as to 
reasonable valuation assumptions of active life exits, we have had to give more weight 
than normal to general population experience, and experience under other employee 
groups. 


Opinion Re Employee Data 


In our opinion, on the basis of such tests as we have applied, the January 1, 1975 
valuation data appears reasonable for use as the input data for the comparative cost 
estimates requested by the Commissioner. Apart from the discrepancies noted above, 
we have no reason to believe it is either incomplete or inaccurate in any material 
respect. Without an independent audit, however, we are unable to express an inde- 
pendent opinion relating to the overall sufficiency or reliability of the valuation data. 
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In our opinion, on the basis of such tests as we have applied, the 1973 — 1974 
active life experience data is not acceptable on its own as a representation of the termi- 
nations from active status which occurred in 1973 — 1974. Because of time constraints, 
we have found it necessary to proceed with the cost estimates using active life demo- 


graphic assumptions which have been selected without the benefit of completely recon- 
ciled active life experience data. 


Recommendation 


On the basis of experience working with the Canadian Pacific Limited pension 
plan data system over the past few months, we recommend to the Commissioner that 
he include in his report a recommendation that the system of maintaining and process- 
ing the pension plan employee records be analyzed in depth and improved as necessary 
to provide greater accuracy, easier audit and reconciliation of records, efficient and 
prompt production of membership statistics and analysis of experience, and greater 
flexibility in preparing actuarial cost estimates for possible plan amendments under 
consideration from time to time. 


Summary of January 1, 1975 Valuation File 


After editing the data on the January 1, 1975 files, as described in Appendix B, we 
established a valuation file as at January 1, 1975, to use as our base-year data for the 
valuation and cost estimates. Selected statistics extracted from the valuation file are 
displayed in Table 2, opposite: 


Section 5 — Choice of Actuarial Methods and Assumptions 


In this Section, we discuss the choice of methods of valuation to be used for both 
the assets and liabilities of the plan, and the actuarial assumptions to be adopted. 


Sampling Procedure 


To achieve reasonable economy and efficiency of data processing without materi- 
ally reducing the quality of the estimates of liabilities and costs, we propose to conduct 
a thorough valuation of the liabilities for random samples of records of sufficient size 
to ensure representative results, and to generalize the results for the total plan from the 


valuation of the random samples. 


We have generated January 1, 1975 random samples of 2,500 records each from 
the Active file and the pensioner file. 


Appropriateness of the Samples 
To test how representative our samples were, we compared a number of statistical 
measurements from the sample with the corresponding statistical measurements from 
the total file, shown in Tables 6 to | 1, opposite. 


Statistical theory tells us that, based on the size of the total files and the mean 


value and standard deviation of our samples, in 99 samples out of 100 the means of the 


total files will fall within the ranges shown in Table 12, opposite. 
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TABLE 12 
CANADIAN PACIFIC LIMITED VALUATION SAMPLE FILES 


99% CONFIDENCE INTERVALS FOR THE 
MEANS OF SELECTED VARIABLES 


99% CONFIDENCE MEAN OF 
VARIABLE INTERVAL TOTAL FILE 


CANADIAN PACIFIC LIMITED ACTIVE FILE 


Age 39.37 — 40.81 40.29 
Service 15.53 — 16.87 16.25 
Annual Rate of Earnings $12,063 — $12,462 $12,421 
Proportion of Males 94.2% — 96.4% 95.4% 


CANADIAN PACIFIC LIMITED 
PENSIONER AND SURVIVOR FILE 


Monthly Pension $175.49 — $191.11 $184.18 
Age 71.43 — 72.29 20 
Years Retired 8.20 — 8.90 8.69 
Proportion of Normal Pensioners 39.2% — 44.3% 42.2% 
Proportion of Early Pensioners 11.8% -— 15.3% 13.3% 
Proportion of Disabled 

Pensioners 12.1% — 15.6% 13.3% 
Proportion of Survivors 28.5% — 33.3% 31.2% 
Proportion of Male Recipients 63.3% — 68.8% 66.2% 


The fact that the means of the total files fall within the 99% confidence intervals 
for each of the variables tested, together with a visual comparison of the statistics in 
Tables 6 to 11, leads us to conclude that our samples are reasonable. 


The use of random samples is not a common procedure for use in actuarial valua- 
tions of pension plans in Canada. However, considering the number of independent 
records established under the plan and the procedures followed in generating and test- 
ing the samples, the procedure is, in our opinion, appropriate for this purpose and con- 
sistent with the degree of accuracy inherent in actuarial valuations and cost estimates. 


Commission of Inquiry into Railway Pension Plans 
Examination of the Employee and Pensioner Data 


The valuation tapes and the retirement, death and termination tape we received 
contained 60 columns per record. Some of the information was not relevant for pur- 
poses of our assignment and we were able to reduce the amount of information per 
record when we created our valuation file and our “exit” file from the tapes. 
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The active member records in our valuation file contain 12 distinct items of 
information such as identification number, date of birth, date of employment, earnings, 
contributions, codes for location, pension indicator, and salary scale. 


The pensioner records in our valuation file contain 16 distinct items of informa- 
tion per record describing the vital statistics of the pensioner and/or beneficiary, the 
amount of pension, the allowable service on which it was based, and the contractual 
form of the pension. 


The retirement, death and termination records in our “exit” file contain eight dis- 
tinct items of information describing vital statistics, employee classifications and the 
cause and date of the “exit”. 


We have examined the information on the files by printing out all of the informa- 
tion contained in random samples and samples of records taken from near the front, 
the middle and the end of each of the tapes and corresponding samples from our valua- 
tion and exit files. These samples were examined in detail. 


From the January 1, 1975 tapes we then determined how many missing entries 
there were in each of the columns and took column totals for each item of information. 
We also analyzed the various codes and determined which of the employee status 
codes, transfer codes, etc. were represented in the active file and how many members 
were in each such classification. 


Numerous questions arose during these examinations and we obtained additional 
explanations by phone from Canadian Pacific Limited and their actuaries on a number 
of occasions. 


We then reconciled important details on the 1973 and 1975 files for random sam- 
ple groups of records. 


We have found the valuation records to be generally reasonable and consistent, on 
the basis of the tests we have applied. Unfortunately, we were not able to reconcile the 
exit records closely with the valuation records. 


The following paragraphs describe the above important findings from our exami- 
nation of the data. 


TAPE I (CPLA75) — ACTIVE FILE 
AS AT JANUARY 1, 1975 


This file contained information on active employees only (41,635 records). The file 
contained full information on all dates of birth and entry and virtually all earnings 
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information. Tabulations of the status and zone codes based on all 41,635 records are 


as follows. 


Code 


1. Status Codes 
1 


Oman AADANAFPwWWNYN 


Code 


2. Zone Codes 
) 


1 
2 
3 
4 


Tape 3 (CPLR 75) — Pensioner File as at January ji VS 


This file contained information on pensions payab 
estates (24,066 records). Tabulations of the currency 


Code 


|. Currency Codes 
1 
2 


Classification 


Opted Out 

Non-Contributor 

Contributor 

Reached Maximum 

Leave of Absence 

Laid Off 

Ship Employees on Lay Off 
Transfer to Telecommunications 
Unions Reps (Contrib) 


Total 


Classification 


Code not recorded 
Canadian 
International 
WESeA? 

Unknown 


Total 


Classification 


British 
Canadian 


Total 


and pension codes are 


Number 
of Members 


1,063 
56 
38,902 
18 
496 
786 

| 

140 
_103 


41,635 


Number 


of Members 


3,615 
37113 
619 
286 
Am 


41,635 


le to pensioners, widows and 


as follows. 


Number of 
Pensions 


188 


Code 


2. Pension Codes 
11 
12 
21 
2D 
31 
32 
43 
53 
63 
73 


Number of 
Classification Pensions 
Normal Life Only 3,356 
Normal Joint (50% to Survivor) 6,807 
Voluntary (Early) Life Only 125 
Voluntary Joint (50% to Survivor) 2,480 
Disability Life Only 1,020 
Disability Joint (50% to Survivor) DMS 
Survivor of Pre-1953 Retiree 270 
Survivor-Pension Stops at age 70 110 
Survivor or Pensioner 5)75)7/ 
Survivor of Employee 1,866 
Total 24,066 


Exit File = 1973 — 1974 


This file contained information on active members who left the Canadian Pacific 
Limited Pension Plan in 1973 — 1974 (18,966 records). The disability retirements were 
not separated from the age retirements on the tape, so we assumed a disabled retire- 


ment as being: 


— all retirement records with age at retirement less than 60, and 


— any other retirement records with age at retirement less than 65, and service 


less than 25 years. 


A reconciliation of this file is as follows. 


Classification 


Age Retirements 
Disability Retirements 
Deaths 

Terminations 


Total 


Number of Records 


2,141 
407 
387 

16,031 


18,966 


APPENDIX 6 


DETAILED ANALYSIS OF RUN #1-C.P.R. PLAN 
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Commission of Inquiry into Railway Pension Plans 
Detailed Analysis of Run #1 


Run #1 is a summary of the results of an actuarial valuation of the Canadian 
Pacific Limited Pension Plan as at January 1, 1975 based on the actuarial assumptions 
and methods described in Sections 2 and 3. The provisions of the plan as at January 1, 
1975 are briefly summarized in Appendix A. 


The following table presents the balance sheet results of Run #1 in more detail 
than is presented in Table 5. 


BALANCE SHEET WITH RESPECT TO 
SERVICE TO DECEMBER 31, 1975 
(in millions of dollars) 


1. Accrued liabilities with respect to active 
members for benefits on: 


Retirement $ 92 
Disability 120 
Death Before Retirement 52 
Termination of Employment (161)* 


Accrued liabilities with respect to active 


members $1,003 
2. Value of pensions in payment 379) 
3. Liability with respect to deferred pensions onl 
4. Total accrued liabilities $1,383 
5. Assets _ 620 
6. Unfunded liabilities: Item 4 — Item 5 $ 763 
7. Funded ratio: (Item 5~+Item 4) x 100% 4S% 
8. Annual amortization payment for 30 years $ 67.9 


*The “entry age normal” level contribution rates are designed to finance all of the benefits by level contrib- 
utions from entry age to retirement age.The retirement, disability and death components of the entry age 
normal contribution rate are more than sufficient to finance the benefit accruals at the younger ages and 
therefore build up reserves to finance the higher costs of accruals at the older ages.onversely, the termina- 
tion component of the contribution is less than sufficient at the younger ages and more, than sufficient at the 
older ages and therefore builds up negative reserves. 
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The following table presents an analysis of the current service contribution rate in 
more detail than is presented in Table 5. 


CURRENT SERVICE “NORMAL” COSTS 


% of 
Payroll 
1. Current service costs for benefits on: 
Retirement 3.84% 
Disability 0.66% 
Before Retirement 0.31% 
Termination of Employment 4.57% 
Total 9.38% 
2. Administration expenses: 5% x Item 4 023% 
3. Total current service contributions: 
Item 1 + Item 2 9.61% 
4. Members’ current contributions 4.53% 
5. Company contributions: Item 3 — Item 4 5.08% 


The Company’s current service contribution rate as developed above for the bene- 
fits of the current plan can be expected to decline gradually to a long-term rate of 
approximately 4.9% of covered payroll from the effect of future new entrants to the 
plan. This is because the contribution rate developed with respect to the current mem- 
bers reflects the fact that a portion of their pension benefit was credited on the full 2% 
formula, whereas for members who join the plan after the inception of the Canada 
Pension Plan the pension will be integrated with the Canada Pension Plan for all years 
of service. 


The current service contribution rate developed by this valuation at January 1, 
1975 is considerably higher than the rate of 3.6% of covered payroll developed as at 
January 1, 1973.This is attributable to both a number of changes in assumptions and in 
valuation method, and to the improvements in the benefit formula as at January |, 
1975 extending the 2% formula for service back to January 1, 1937. 
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Section 6 — Sensitivity Tests 


In addition to the main body of valuation results and cost estimates which have 
been presented in Section 5, we have performed a number of calculations to analyze 
the sensitivity of the results to certain changes in benefit and contribution limits, actu- 
arial method, assumed rates of retirement, and economic assumptions. The results of 
these sensitivity tests are presented below, in millions of dollars. 


For each sensitivity test, we have examined the effect on only three of the Runs, 
namely Run #1, Run #3 and Run #7. 


Test 1. Introduction of a maximum pension limit of $1,143 per year of service (up to a 
maximum of 35 years) and a maximum employee contribution limit of $2,500 
In any year. 


Run #1 Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 


Balance Sheet 


Assets $ (620) 55620 ==; 620 $ 620 $ 620 $ 620 
Accrued Liabilities 1,383 1,369 osu 1,497 2,695 DOV 
Unfunded Liabilities 763 749 891 877 DOGS 2,059 
Funded Ratio 45% 45% 41% 41% 23% 23% 


Annual Amortization 
Payment — 30 years 367.9) Sor 06q2 8239793 $ 78.1 $184.8 $183.4 


Current Service 
Contributions for 1975 


Employee $23.27 ob 232 a Sas) DPS © ESeec Geen ace 
Company 
=.) 26.0 2S 26.0 PEO S) 33.8 Ryans) 


— % of covered payroll 5.08% 4.94% 5.08% 4.94% 6.60% 6.40% 


Total Company 
Contributions for 1975 


-—$ $.93:9° S920 St 0553 $103.4 $218.6 $216.2 
— % of covered payroll 18.33% 17.96% 20.56% 20.19% 42.68% 42.21% 
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Test 2. No change to benefits but eliminate 35-year maximum period on employee 
contributions for cost estimates involving indexed benefits. 


Run #1 Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 


Balance Sheet 


Assets N/A N/A N/A N/A $ 620 $ 620 
Accrued Liabilities N/A N/A N/A N/A 2,695 2,696 
Unfunded liabilities N/A N/A N/A N/A 2,075 2,076 
Funded Ratio N/A N/A N/A N/A 23% 23% 
Annual Amortization 

Payment — 30 years N/A N/A N/A N/A $184.8 $184.9 


Current Service 
Contributions for 1975 


Employee N/A N/A N/A IN / Agee eee) 
Company 
-—$ N/A N/A N/A N/A 33.8 28.7 
— % of covered payroll N/A N/A N/A N/A 6.60% 5.60% 


Total Company 
Contributions for 1975 


-$ N/A N/A N/A N/A $218.6 $213.6 
— % of covered payroll N/A N/A N/A N/A 42.68% 41.70% 


Test 3. Change of actuarial method from “entry age normal” to “current cost 
method’*. 


Rare Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 


Balance Sheet 


Assets 5 620 S GO S Go $620) $620) 75.2620 
Accrued Liabilities 1,383 1,345 LoS 1,473 2,695 2,589 
Unfunded Liabilities 763 725 891 853 2-075 1,969 


*Current cost method — under the “current cost method”, we have changed the method of determining cur- 
rent service costs and accrued liabilities for the benefits accruing or potentially accruing to currently active 
members. Under this method, the total (Company and member) current service Cost for 1975 per employee 
is the present value of all estimated benefits to be paid to the member divided by the number of years of 
service from his or her date of plan entry to the estimated date of retirement. The accrued liability under 
this method is determined by multiplying each member's current service cost for 1975 by his or her number 
of years of service from date of plan entry to the valuation date (January 1, 1975). The Company's current 
service contribution rate can be expected to increase markedly in future years, under this method 
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Run #1 Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 


Funded Ratio 45% 46% 41% 42% 23% 24% 
Annual Amortization 
Payment — 30 years $67.9 § 64.6 §$ 79.3 SOLON SSAA Silioes 


Current Service 
Contributions for 1975 


Employee b 232 232450322 $2322, S223 Foes 2 
Company 
—$ 26.0 21.8 26.0 21.8 33.8 37.6 


—% of covered payroll 5.08% 4.25% 5.08% 42590 6.00% "735% 
Total Company 
Contributions for 1975 


=$ $93.9. $86.4) {$105.3 $ 97.8 $218.6 $212.9 
— % of covered payroll 18.33% 16.87% 20.56% 19.09% 42.68% 41.56% 


Test 4. Doubling the assumed rates of retirement for cost estimates involving indexed 
benefits. 


Run #1 Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 


Balance Sheet 


Assets N/A N/A N/A N/A $ 620 §$ 620 
Accrued Liabilities N/A N/A N/A N/A PROOS 2,779 
Unfunded Liabilities N/A N/A N/A N/A DOW AMS) 
Funded Ratio N/A N/A N/A N/A 23% 22% 
Annual Amortization 

Payment — 30 years N/A N/A N/A N/A $184.8 $192.3 


Current Service 
Contributions for 1975 


Employee N/A N/A N/A NAS eS eS 2 a) 
Company 
-$ N/A N/A N/A N/A 33.8 34.2 


— % of covered payroll N/A N/A N/A N/A 6.60% 6.67% 


Total Company 
Contributions for 1975 


—$ 


— % of covered payroll 
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Test 5. Economic assumptions changed to: 


Valuation Interest Rate 
General Salary Increases 


COLA 


YMPE Increase After 1986 


Run #1] Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 

N/A N/A N/A N/A $218.6 $226.5 
N/A N/A N/A N/A 42.68% 44.22% 
1975 1980 1985 
a) to and 
1979 1984 Later 
10% 8A%G 642% 
11% 814% 6% 
8% WOU 3% 
6% 


i.e., an increase of 1% per annum in the general salary increases and the long- 
term YMPE increases. 


The sensitivity test results on this basis are: 


Balance Sheet 


Assets 

Accrued Liabilities 

Unfunded Liabilities 

Funded Ratio 

Annual Amortization 
Payment — 30 years 


Current Service 
Contributions for 1975 


Employee 
Company 
-$ 


— % of covered payroll 


Run #1 Run #3 Run #7 
Before — After Before After Before After 
Change Change Change Change Change Change 
$ 620 $ 620 %$ 620 § 620) 97620) 37620) 

1,383 1,406 Healt 1,534 2,695 2,736 

763 786 89] 914 2,075 2,116 

45% 44% 41% 40% 23% 23% 
S67 ee SVOOn. §.795 $81.4 $184.8 $188.4 
SOR Spe aeons Fae 23 23 

26.0 34.0 26.0 34.0 33.8 43.4 
5.08% 6.64% 5.08% 6.64% 6.60% 847% 
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Run #1 Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 
Total Company 
Contributions for 1975 
—$ $93.9 $1040) $1053 $115.4 $218.6 $231.8 
— % of covered payroll 18.33% 20.30% 20.56% 22.53% 42.68% 45.25% 
Test 6. Economic assumptions changed to: 
1975 1980 1985 
to 7) and 
1979 1984 Later 
Valuation Interest Rate 11% WAG 12% 
General Salary Increases 11% 82% 6% 
COLA 8% 2% 3% 
YMPE Increase After 1986 6% 


1.e., an increase of 1% per annum in the valuation interest rates, the rates of 
general salary increases, and the long-term rates of increase in YMPE. 


The sensitivity test results on this basis are: 


Run #1 Run #3 


Before After Before 
Change Change Change 
Balance Sheet 


Assets ) OO SS OO % oxo) 
Accrued Liabilities 1,383 1,220 LST 
Unfunded Liabilities 763 600 89] 
Funded Ratio 4S% 51% 41% 
Annual Amortization 

Payment — 30 years SOO DB oea4 % 3 


Current Service 
Contributions for 1975 


Employee BP a BS 3,2 
Company 
-$ 26.0 27.8 26.0 


— % of covered payroll 5.08% 5.42% 5.08% 


Run #7 

After Before After 
Change Change Change 
$1620: “$6205 359620 
1,341 2,695 2392 
721 2,075 Men 
46% 23% 26% 
5 10.2708 S 184289 S125 
o 23) “S752 ee 
27.8 33.8 34.4 
5.42% 630% Wome 


Total Company 
Contributions for 1975 


-—$ 
—~ % of covered payroll 
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Test 7. Economic assumptions changed to: 


Valuation Interest Rate 
General Salary Increases 


COLA 


YMPE Increase After 1986 


Run #] Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 
Sy OBS AS 2 SOs $98.0 $218.6 $206.9 
18.33% 16.83% 20.56% 19.13% 42.68% 40.39% 

1975 1980 1985 
to and 

1979 1984 Later 
11% WA% pe % 
11% BAG 6% 
9% 614% 4% 
6% 


i.e., an increase of 1% per annum in the valuation interest rates, the rates of 
general salary increases, the cost-of-living increases, and the long-term rates 
of increase in YMPE. 


The sensitivity test results on this basis are: 


Balance Sheet 


Assets 

Accrued Liabilities 

Unfunded Liabilities 

Funded Ratio 

Annual Amortization 
Payment — 30 years 


Current Service 
Contributions for 1975 


Employee 
Company 
-—$ 
~ % of covered payroll 


Run #1 Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 
$620. 03-6207 55.7620 $620" “S620 | 620 
1,383 122.0 sill 1,341 2,695 2,628 
763 600 891 PA 2,075 2,008 
4S% 51% 41% 46% 23% 24% 
$ 67.9 $ 58.4 $ 79.3 $ 70.2 $184.8 $195.5 
Coe gues 5 23:2 SSeS fe ae ten We PS rahe: 
X50) 27.8 26.0 27.8 33.8 aa! 
5.08% 5.42% 5.08% 5.42% 6.60% 7.24% 
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Total Company 
Contributions for 1975 


=$ 


— % of covered payroll 


Test 8. Economic assumptions changed to: 


Valuation Interest Rate 
General Salary Increases 


COLA 


YMPE Increase After 1986 


Run #1 Run #3 Run #7 
Before After Before After Before After 
Change Change Change Change Change Change 
% O39 S$ wO2 SilOs.3 D VIO SNE SPA 
NSi33%o “WOrss7e s 20 56% 19.13% 42.68% 45.41% 

NOTES 1980 1985 
7) and 

1979 1984 Later 
1% 1% 1% 
Aa 542% 32 Yo 
37% 312% S200 
20 


1.€., a change in all of the economic assumptions to level annual rates — 2% 
higher than the “ultimate” rates. 


The sensitivity test results on this basis are: 


Balance Sheet 


Assets 

Accrued Liabilities 

Unfunded Liabilities 

Funded Ratio 

Annual Amortization 
Payment — 30 years 


Current Service 
Contributions for 1975 


Employee 
Company 
—$ 


— % of covered payroll 


Run #1 
Before After 
Change Change 
Y OO % GO 

,383 1,380 

763 760 

45% 4S% 
567 ee 35 59) 
$232 $ 232 

26.0 BEY) 
5.08% 5.06% 


Run #3 
Before After 
Change — Change 
$ 620 $ 620 

ay 1,525 
891 905 
41% 41% 
$ 793 $ 70.5 
Se 2522 $23.2 
26.0 ip) 8) 
5.08% 5.06% 


Run #7 
Before After 
Change Change 


$ 620 $ 620 
2,695 2,505 
2,075 1,885 
23% 25% 


$184.8 $146.8 


D232 1 eo se 


33.8 3303 
6.60% 6.51% 


Run #1 Run #3 Run #7 
Before After Before After Before — After 
Change Change Change Change Change Change 


Total Company 
Contributions for 1975 


~$ SSO S. 9 eho One hosts $ 96.4 $218.6 $180.1 


— % ot covered payroll 18.33% 16.61% 20.56% 18.82% 42.68% 35.16% 
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APPENDIX 8 


STATISTICS ON THE POVERTY LINE IN CANADA 


204 
Statistics on the Poverty Line in Canada 


There are three different poverty lines in use in Canada. The first is Statistics 
Canada’s. The second is used by the Special Senate Committee on Poverty and the 
third by the Canadian Coucil on Social Development. 


The Statistics Canada definition considers any family or individual who has to 
spend more than 70% of its income on basic essentials to be living in poverty. The Sta- 
tistics Canada figures are as-follows - Statistics Canada Updated Poverty Lines as at 
Jan 1, 1975 (estimated) 


Family Size Yearly Amount Monthly Amount 
$ $ 
1 2,920 210 
2 4,199 350 
3 5,038 420 
4 5,877 490 
5 or more 6,719 477 


The Senate Committee Poverty Lines represent 56% of average Canadian family 
income. 


Senate Committee Poverty Lines, Jan. 1, 1975 


Family Size Yearly Amount Monthly Amount 

$ $ 

] 39372 281 

2) 5,620 468 

3 6,744 562 

4 7,871 656 

5 8,992 749 

10 14,612 1,218 


The poverty lines developed by the Canadian Council on Social Development lie 
between the first two. In this case the poverty line is represented by an income of one- 
half the Canadian family average. 


Canadian Council on Social Development, Poverty Lines, Jan. 1, 1975 


Family Size Yearly Amount Monthly Amount 
l 3,012 251 
2 5,020 418 
3 6,024 502 
4 7,028 586 
5 8,032 669 
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6 9,036 as) 
10 13,052 1,088 


Source of figures: 


Canadian Fact Book on Poverty published by The Canadian Council on Social Devel- 
opment, 55 Parkdale Avenue, Box 3505, Station “C”, Ottawa. 
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TABLES OF DEMOGRAPHIC ASSUMPTIONS - C.P.R. PLAN 
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PENSIONERS AND SURVIVORS MORTALITY RATES 


Male Age 
Pensioners Female Age Disability 
Widows Combined and Widowers* Pensioners Pensioners 
Mortality and Mortality Mortality Mortality 
Age  Re-Marriage Rates Rates** Rates** Rates 

30 0.070000 0.000469 
31 0.067000 0.000499 
32 0.064000 0.000533 
33 0.061000 0.000569 
34 0.058000 0.000608 
35 0.055000 0.000651 
36 0.052000 0.000698 
37 0.049000 0.000750 
38 0.046000 0.000807 
39 0.043000 0.000869 
40 0.040000 0.001633 0.000938 0.020000 
41 0.038000 0.001789 0.001013 0.020000 
42 0.036000 0.002000 0.001094 0.020000 
43 0.034000 0.002260 0.001186 0.020000 
44 0.032000 0.002569 0.001286 0.020000 
45 0.030000 0.002922 0.001397 0.022809 
46 0.028000 0.003318 0.001519 0.028021 
47 0.026000 0.003754 0.001654 0.032114 
48 0.024000 0.004228 0.001802 0.035327 
49 0.022000 0.004740 0.001967 0.037868 
50 0.020106 0.005285 0.002151 0.039921 
51 0.018839 0.005867 0.002324 0.041641 
2 0.018801 0.006480 0.002520 0.043163 
53 0.017581 0.007127 0.002738 0.044596 
54 0.017529 0.007806 0.002982 0.046032 
55 0.017798 0.008519 0.003256 0.047542 
56 0.018344 0.009262 0.003574 0.049179 
57 0.019117 0.010039 0.003948 0.050982 
58 0.020073 0.010889 0.004388 0.052975 
59 0.021165 0.011924 0.004901 0.055168 
60 0.022348 0.013119 0.005489 0.057563 
61 0.023581 0.014440 0.006156 0.060149 
62 0.024826 0.015863 0.006898 0.062911 


63 0.026050 0.017413 0.007712 0.065825 
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Male Age 
Pensioners Female Age Disability 
Widows Combined and Widowers* Pensioners Pensioners 
Mortality and Mortality Mortality Mortality 

Age Re-Marriage Rates Rates** Rates** Rates 
64 0.027223 0.019185 0.008608 0.068864 
65 0.028323 0.021260 0.009563 0.071996 
66 0.029334 0.023643 0.010565 0.075190 
67 0.030248 0.026316 0.011621 0.078413 
68 0.031054 0.029188 0.012877 0.081636 
69 0.031794 0.032435 0.014461 0.084832 
70 0.032455 0.036106 0.016477 0.087978 
71 0.033078 0.040008 0.019000 0.091061 
72 0.033706 0.043827 0.021911 0.094073 
73 0.034394 0.047489 0.025112 0.097017 
74 0.035210 0.051221 0.028632 0.099907 
75 0.036236 0.055293 0.032385 0.102771 
76 0.037571 0.060068 0.036408 0.105651 
WA 0.039328 0.065924 0.040769 0.108604 
78 0.041638 0.072595 0.045472 0.111707 
719 0.044648 0.079692 0.050616 0.115054 
80 0.056085 0.087431 0.056085 0.119538 
81 0.061853 0.095445 0.061853 0.131147 
82 0.067936 0.103691 0.067936 0.143168 
83 0.074351 0.112303 0.074351 0.155537 
84 0.081501 0.121116 0.081501 0.168455 
85 0.089179 0.130102 0.089179 0.181674 
86 0.097468 0.139315 0.097468 0.195153 
87 0.106453 0.148714 0.106452 0.208973 
88 0.116226 0.158486 0.116226 0.223071 
89 0.126893 0.168709 0.126893 0.237729 
90 0.138577 0.179452 0.138577 0.253064 
91 CLUS? 0.190489 0.151192 0.269178 
92 0.165077 0.201681 0.165077 0.285734 
93 0.180401 0.212986 0.180401 0.302522 
94 0.197349 0.226535 0.197349 0.319479 
95 0.216129 0.241164 0.216129 0.339803 
96 0.236970 0.256204 0.236970 0.361746 
97 0.258059 0.272480 0.258059 0.384306 
98 0.280237 0.290163 0.280237 0.408720 
99 0.304679 0.309125 0.304679 0.435244 
100 0.331630 0.329825 0.331630 0.463688 
101 0.361361 0.352455 0.361361 0.494738 


102 0.394167 0.377220 0.394167 0.528682 
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Age 


103 
104 
105 
106 
107 
108 
109 
110 


Male Age 
Pensioners 
Widows Combined and Widowers* 
Mortality and Mortality 
Re-Marriage Rates Rates** 
0.430366 0.406205 
0.471522 0.441497 
0.519196 0.485182 
0.574950 0.539343 
0.640345 0.606069 
0.716944 0.687444 
0.806309 0.785555 
1.000000 1.000000 


Female Age 
Pensioners 
Mortality 

Rates** 


0.430366 
0.471522 
0.519196 
0.574950 
0.640345 
0.716944 
0.806309 
1.000000 


Disability 

Pensioners 

Mortality 
Rates 


0.565830 
0.609308 
0.662246 
0727773 
0.809014 
0.909 104 
1.000000 


*We assumed no re-marriage rates for widowers because of insufficient data and because it would not have a 
serious effect on the cost estimates (less than 5% of the employees are female). 


**1971 CAM Table. 


RATES OF EARNINGS INCREASE, DISABILITY, 


PRE-RETIREMENT MORTALITY AND TERMINATION OF EMPLOYMENT 


Age 


1) 
16 
iW 
18 
19 
20 
21 
22 
23 
24 


Annual 
Earnings 
Increase 

Rates* 


0.050 
0.050 
0.050 
0.050 
0.049 
0.047 
0.045 
0.043 
0.041 
0.039 


Male and 


Female Pre-Retirement 


Pre-Retirement 


Female 


Disability Male Mortality — Mortality 


Rates Rates ** 

0.0000 0.000433 
0.0000 0.000444 
0.0000 0.000457 
0.0000 0.000471 
0.0000 0.000486 
0.0000 0.000503 
0.0000 0.000522 
0.0000 0.000544 
0.0000 0.000566 
0.0000 0.000591 


Rates ** 


0.000193 
0.000205 
0.000218 
0.000231 
0.000245 
0.000260 
0.000275 
0.000292 
0.000309 
0.000327 


Male and 
Female 
Termination 
Rates 


0.5326 
0.4976 
0.4629 
0.4288 
0.3958 
0.3640 
0.3338 
0.3053 
0.2786 
0.2539 


Age 


25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 


Annual 
Earnings 
Increase 

Rates* 


0.036 
0.033 
0.030 
0.027 
0.024 
0.021 
0.018 
0.015 
0.013 
0.011 
0.007 
0.007 
0.007 
0.007 
0.007 
0.007 
0.007 
0.007 
0.006 
0.005 
0.003 
0.003 
0.003 
0.003 
0.003 
0.003 


Male and 
Female 
Disability 
Rates 


0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0000 
0.0007 
0.0007 
0.0008 
0.0008 
0.0009 
0.0013 
0.0019 
0.0026 
0.0035 
0.0045 
0.0055 
0.0070 
0.0085 
0.0100 
0.0115 
0.0130 
0.0145 
0.0155 
0.0165 
0.0175 
0.0180 
0.0170 
0.0160 


Pre-Retirement 
Male Mortality 


Rates ** 


0.000619 
0.000650 
0.000684 
0.000722 
0.000763 
0.000809 
0.000860 
0.0009 16 
0.000978 
0.001046 
0.001122 
0.001204 
0.001295 
0.001397 
0.001509 
0.001633 
0.001789 
0.002000 
0.002260 
0.002569 
0.002922 
0.003318 
0.003754 
0.004228 
0.004740 
0.005285 
0.005867 
0.006480 
0.007127 
0.007800 
0.008519 
0.009262 
0.010039 
0.010889 
0.011924 
0.013119 
0.014440 
0.015863 


Pre-Retirement 


Female 
Mortality 
Rates ** 


0.000347 
0.000368 
0.000390 
0.000414 
0.000440 
0.000469 
0.000499 
0.000533 
0.000569 
0.000608 
0.00065 1 
0.000698 
0.000750 
0.000807 
0.000869 
0.000938 
0.001013 
0.001094 
0.001186 
0.001286 
0.001397 
0.001519 
0.001654 
0.001802 
0.001967 
0.002151 
0.002324 
0.002520 
0.002738 
0.002982 
0.003256 
0.003574 
0.003948 
0.004388 
0.004901 
0.005489 
0.006156 
0.006898 
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Male and 
Female 
Termination 
Rates 


0.2311 
0.2102 
0.1913 
0.1741 
0.1587 
0.1449 
0.1326 
0.1215 
0.1116 
0.1027 
0.0945 
0.0869 
0.0798 
0.0729 
0.0662 
0.0595 
0.0526 
0.0455 
0.0382 
0.0306 
0.0228 
0.0147 
0.0066 
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Annual Male and Pre-Retirement Male and 
Earnings Female Pre-Retirement Female Female 
Increase Disability | Male Mortality Mortality Termination 
Age Rates* Rates Rates ** Rates** Rates 
63 0.002 0.0150 0.017413 0.007712 
64 0.002 0.0140 0.019185 0.008608 


* Due to merit and promotion. 
**1971 GAM table. 


RATES OF RETIREMENT - MALES AND FEMALES 


(Active Members) 
Table A Table B Table C 
For Sensitivity Test 

Non-Indexed Indexed of Rates of 

Age Benefits Rate Benefits Rate Retirement 
60 .20 .30 .60 
6l 15 .20 .40 
62 .18 21 42 
63 | 22 44 
64 .24 .24 .48 
65 1.00 1.00 1.00 


Table A: Used in valuing present plan, and alternatives which do not include cost- 
of-living adjustments after retirement. 


Table B: Used when valuing cost-of-living adjustments after retirement. 


Table C: Used for test of sensitivity of rates of retirement on cost of indexed benefits. 
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TABLES OF DEMOGRAPHIC ASSUMPTIONS - C.N. R. PLANS 
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Pensioners and Survivors Post-Retirement Mortality Rates 


Current Pensioners Future Pensioners Current and 
And Survivors and Survirors Future Pensioners 
Male Age Female Age Male Age Female Age Disabled 
Pensioners Pensioners Pensioners Pensioners Pensioners 
and Widowers and Widows and Widowers and Widows Mortality — 

Age Mortality Mortality Mortality* Mortality* Male and Female 
36 0.001100 0.001100 0.001204 0.000698 0.003000 
a7 0.001200 0.001200 0.001295 0.000750 0.003000 
38 0.001300 0.001300 0.001397 0.000807 0.003000 
39 0.001400 0.001400 0.001509 0.000869 0.003000 
40 0.001500 0.001500 0.001633 0.000938 0.003000 
4] 0.001700 0.001700 0.001789 0.001013 0.003400 
42 0.001900 0.001900 0.002000 0.001094 0.003800 
43 0.002100 0.002100 0.002260 01001186 0.004200 
44 0.002400 0.002400 0.002569 0.001286 0.004800 
45 0.002700 0.002700 0.002922 0.001397 0.005400 
46 0.003100 0.003100 0.003318 0.001519 0.006200 
47 0.003500 0.003500 0.003754 0.001654 0.007000 
48 0.003900 0.003900 0.004228 0.001802 0.007800 
49 0.004400 0.004400 0.004740 0.001967 0.008800 
50 0.004900 0.004900 0.005285 0.002151 0.009800 
51 0.005500 0.005500 0.005867 0.002324 0.011000 
52 0.006000 0.006000 0.006480 0.002520 0.012000 
53 0.006600 0.006600 0.007127 0.002738 0.013200 
54 0.007300 0.007300 0.007806 0.002982 0.014600 
35) 0.007900 0.007900 0.008519 0.003256 0.015800 
56 0.008600 0.008600 0.009262 0.003574 0.017200 
57 0.009300 0.009300 0.010039 0.003948 0.018600 
58 0.010100 0.010100 0.010889 0.004388 0.020200 
a) 0.010900 0.010900 0.011924 0.004901 0.021800 
60 0.011700 0.011700 0.013119 0.005489 0.023400 
61 0.016869 0.008278 0.014440 0.006156 0.025030 
62 0.018199 0.009144 0.015863 0.006898 0.027193 
63 0.019666 0.010112 0.017413 0.007712 0.029577 
64 =0.021283 0.011195 0.019185 0.008608 0.032202 
65 0.023066 0.012406 0.021260 0.009563 0.035092 
66 0.025030 0.013759 0.023643 0.010565 0.038272 
67 0.027193 0.015272 0.026316 0.011621 0.041771 
68 0.029577 0.016963 0.029188 0.012877 0.045620 
69 0.032202 0.018853 0.032435 0.014461 0.049852 
70 ~=0.035092 0.020964 0.036106 0.016477 0.054501 
Wl 0.038272 0.023321 0.040008 0.019000 0.059609 


72, ~~=~(0.041771 0.025954 0.043827 0.021911 0.065216 


100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 


Current Pensioners 
And Survivors 


Male Age Female Age 
Pensioners Pensioners 
and Widowers and Widows 
Mortality Mortality 
0.045620 0.028892 
0.049852 0.032171 
0.054501 0.035829 
0.059609 0.039907 
0.065216 0.044451 
0.071368 0.049513 
0.078113 0.055147 
0.085503 0.061415 
0.093953 0.068383 
0.102443 0.076121 
0.112113 0.084707 
0.112669 0.094224 
0.134178 0.104760 
0.146709 0.116409 
0.160333 0.129270 
0.175124 0.143445 
0.191151 0.159040 
0.208485 0.179161 
0.227192 0.194913 
0.247332 ORTS399 
0.268960 0.237714 
0.292118 0.261943 
0.316834 0.288153 
0.343122 0.316391 
0.370973 0.346674 
0.400352 0.378985 
0.431199 0.413266 
0.463415 0.449400 
0.500000 0.490000 
0.540000 0.540000 
0.600000 0.600000 
0.670000 0.670000 
0.760000 0.760000 
0.860000 0.860000 
0.970000 0.970000 
1,000000 1.000000 


*1971 Group Annuity Mortality Table. 


Future Pensioners 


And Survivors 

Male Age Female Age 

Pensioners Pensioners 
and Widowers and Widows 

Mortality* Mortality* 
0.047489 0.025112 
0.051221 0.028632 
0.055293 0.032385 
0.060068 0.036408 
0.065942 0.040769 
0.072595 0.045472 
0.079692 0.050616 
0.087431 0.056085 
0.095445 0.061853 
0.103691 0.067936 
0.112303 0.074351 
0.121116 0.081501 
0.130102 0.089179 
0.139315 0.097468 
0.148714 0.106452 
0.158486 0.116226 
0.168709 0.126893 
0.179452 0.138577 
0.190489 0.151192 
0.201681 0.165077 
0.212986 0.180401 
0.226535 0.197349 
0.241164 0.216129 
0.256204 0.236970 
0.272480 0.258059 
0.290163 0.280237 
0.309125 0.304679 
0.329825 0.331630 
0.352455 0.361361 
0.377220 0.394167 
0.406205 0.430366 
0.441497 0.471522 
0.485182 0.519196 
0.539343 0.574950 
0.606069 0.640345 
0.687444 0.716944 
0.785555 0.806309 
0.999999 0.999999 
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Current And 


Future Pensioners 


Disabled 
Pensioners 
Mortality — 


Male and Female 


0.071368 
0.078113 
0.085503 
0.093593 
0.102443 
0.112113 
0.122669 


0.134178 
0.146709 


0.160333 
0.175124 
0.191151 
0.208485 
0.227192 
0.247332 
0.268960 
0.292118 
0.316834 
0.343122 
0.370973 
0.400352 
0.431199 
0.463415 
0.496870 
0.531389 
0.566757 
0.602714 
0.638956 
0.675000 
0.712000 
0.750006 
0.790000 
0.832000 
0.877000 
0.930000 
1.000000 
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RATES OF EARNINGS INCREASE AND PRE-RETIREMENT MORTALITY 


Annual Earnings Active Male Active Female 
Age Increase Rates* Rates of Mortaility Rates of Mortality ** 
15 0.0500000 0.000600 0.000193 
16 0.0475000 0.000600 0.000205 
i5/ 0.0450000 0.000600 0.000218 
18 0.0425000 0.000600 0.000231 
19 0.0400000 0.000600 0.000245 
20 0.0383556 0.000600 0.000260 
21 0.0366391 0.000600 0.000275 
me 0.0350551 0.000600 0.000292 
23 0.0336485 0.000600 0.000309 
24 0.0323601 0.000600 0.000327 
25 0.0312150 0.000600 0.000347 
26 0.0301613 0.000600 0.000368 
27 0.0292079 0.000600 0.000390 
28 0.0283448 0.000700 0.0004 14 
29 0.0275469 0.000700 0.000440 
30 0.0268084 0.000800 0.000469 
31 0.0261085 0.000800 0.000499 
Sy) 0.0254902 0.000900 0.000533 
33 0.0248566 0.000900 0.000569 
34 0.0242684 0.001000 0.000608 
35 0.0237362 0.001000 0.00065 1 
36 0.0232416 0.001100 0.000698 
3) 0.0227954 0.001200 0.000750 
38 0.0223406 0.001300 0.000807 
39 0.0218914 0.001400 0.000869 
40 0.0213460 0.001500 0.000938 
4] 0.0206753 0.001700 0.001013 
42 0.0198775 0.001900 0.001094 
43 0.0189507 0.002100 0.001186 
44 0.0179160 0.002400 0.001286 
45 0.0167917 0.002700 0.001397 
46 0.0156392 0.003100 0.001519 
47 0.0145031 0.003500 0.001654 
48 0.0134133 0.003900 0.001802 
49 0.0123650 0.004400 0.001967 
50 0.0113754 0.004900 0.002151 
51 0.0104076 0.005500 0.002324 
52 0.0094692 0.006000 0.002520 
55 0.0085361 0.006600 0.002738 


54 0.0075958 0.007300 0.002982 


Age 


1 
16 
17 
18 
19 
20 
aI 
22 
23 
24 
US 
26 
24 
28 
29 
30 
31 
32 
ais) 
34 
3D 
36 
37 


Annual Earnings 


Increase Rates* 


0.0066360 
0.0056650 
0.0046706 


0.0036405 
0.0026225 


0.0015934 
0.0005603 
0.0000000 
0.0000000 
0.0000000 


Male Rates 
of Disability 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 


* Due to merit and promotion. 


Rates of Mortaility 


0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000500 
0.001000 


Active Male 


0.007900 
0.008600 
0.009200 


0.010100 
0.010900 


0.011700 
0.012700 
0.013600 
0.014700 
0.016000 


Female Rates 
of Disability 


**197] Group Annuity Mortality Table for Females. 


Male 


Termination 


0.5200000 
0.4600000 
0.4000000 
0.3400000 
0.2800000 
0.2200000 
0.2000000 
0.1800000 
0.1600000 
0.1400000 
0.1200000 
0.1090000 
0.0970000 
0.0870000 
0.0770000 
0.0670000 
0.0632794 
0.0595564 
0.0558333 
0.0521114 
0.0483880 
0.0446664 
0.0409442 
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Active Female 
Rates of Mortality ** 


0.003256 
0.003574 
0.003948 


0.004388 
0.004901 


0.005489 
0.006156 
0.006898 
0.007712 
0.008608 


RATES OF DISABILITY AND TERMINATION OF EMPLOYMENT 


Female 


Termination 


0.5200000 
0.5060000 
0.4800000 
0.4420000 
0.3920000 
0.3300000 
0.3200000 
0.3060000 
0.2880000 
0.2660000 
0.2400000 
0.2180000 
0.1940000 
0.1740000 
0.1540000 
0.1340000 
0.1265588 
0.1191128 
0.1116666 
0.1042228 
0.0967760 
0.0893328 
0.0818884 
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Age 


38 
39 
40 
4] 
42 
43 
44 
45 
46 
47 
48 
49 
50 
5] 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 


Age 


DS) 
56 


37) 
58 
59 


Male Rates 
of Disability 


0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.001000 
0.003 100 
0.005300 
0.007400 
0.009600 
0.011700 
0.013000 
0.015500 
0.017400 
0.019100 
0.020600 
0.021400 
0.022000 
0.022000 
0.022000 


Female Rates 
of Disability 


0.001500 
0.002000 
0.002500 
0.003000 
0.003500 
0.004000 
0.004500 
0.005000 
0.005500 
0.006000 
0.006500 
0.007000 
0.007500 
0.008000 
0.008500 
0.009000 
0.009500 
0.010000 
0.010000 
0.010000 
0.010000 
0.010000 
0.010000 
0.010000 
0.010000 
0.010000 
0.010000 


Termination 


Male 


0.0372220 
0.0334998 
0.0297776 
0.0260554 
0.0223332 
0.0186110 
0.0148888 
0.0111666 
0.0074444 
0.0037222 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 


Female 


Termination 


0.0744440 
0.0669996 
0.0595552 
0.0521108 
0.0446664 
0.0372220 
0.0297776 
0.0223332 
0.0148888 
0.0074444 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 
0.0000000 


RATES OF RETIREMENT - MALES AND FEMALES* 
(Active Members) 


Table A 


Non-Indexed 


Benefits Rate 


0.018 
0.022 


0.030 
0.046 
0.072 


Table B 


Indexed 


0.05 
0.03 


0.04 
0.06 
0.08 


Benefits Rate 


Table C 


For Sensitivity Test 


of Rates of 
Retirement 


0.10 
0.06 


0.08 
0.12 
0.16 
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Table A Table B Table C 
For Sensitivity Test 

Non-Indexed Indexed of Rates of 

Age Benefits Rate Benefits Rate Retirement 
60 0.144 0.25 0.50 
61 0.110 0.20 0.40 
62 0.125 0.21 0.42 
63 0.135 O22 0.44 
64 0.154 0.24 0.48 
65 1.000 1.00 1.00 


*For Runs #1, H2,43,5, 46, 48,49 and #11, we have assumed that all active 1935 plan members will 
retire at age 65. 


Table A: used in valuing present plan, and alternatives which do not include cost-of- 
living adjustments after retirement. 


Table B: used when valuing cost-of-living adjustments after retirement. 


Table C: used for test of sensitivity of rates of retirement on cost of indexed benefits. 
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